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PROCEEDI NGS

EXAM NER SHOM1 S: Pursuant to the authority
vested in me by the Commerce Comm ssion, | now call
for hearing Docket 00-0476 whi ch concerns the
petition of Illinois-Amrerican Water Conpany,
Ctizens Uilities Conpany of Illinois, and
Ctizens Lake Water Conpany for approval of a
proposed reorgani zation and affiliated interest
agreenents, issuance of conmon stock and debt
securities and assunption of affiliated interest.

WIl the parties please enter their

appear ances for the record.

MR. SPRINGER: Boyd J. Springer and Lidia

Fi ore of Jones, Day, Reavis & Pogue, 77 West

Wacker, Suite 3500, Chicago, Illinois 60601-1692,
appearing on behalf of Illinois-Anmerican Water
Company.

M5. SCHULTZ: Sue Schultz, General Counsel of
[I'linois-American Water Conpany, al so appearing on
behal f 1llinois-American. M business address is
300 North Water Works Drive, Belleville, Illinois

62223, and ny tel ephone nunber is (618)239-2225.
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M5. CONTI: Lee Ann Conti, 1000 International
Par kway, Wbodridge, Illinois 60157, appearing on
behal f of Citizens Wilities Conmpany of Illinois
and CGitizens Lake Water Conpany.

M5. VON QUALEN: Janis Von Qual en and Joseph
T. Cennon, on behalf of the Staff of the Illinois
Conmrer ce Conmi ssion, 527 East Capitol Avenue,
Springfield, Illinois 62701.

MR, FI TZHENRY: Edward Fitzhenry with the | aw

firmof Lueders, Robertson and Konzen, Post Ofice

Box 735, Granite Gty, Illinois 62040, appearing on
behalf of the Illinois Industrial Water Consuners.
EXAM NER SHOMIS: | believe M. Hartnett w |

be the first witness today.

MR SPRINGER Yes, M. Examiner. W're ready
to proceed.

EXAM NER SHOMI S:  You may proceed.

MR SPRINGER  Thank you.
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JOSEPH F. HARTNETT, JR
called as a witness on behalf of the Joint
Applicants, having been first duly sworn, was
exam ned and testified as fol |l ows:
DI RECT EXAM NATI ON

BY MR SPRI NGER

Q Pl ease state your nane and business
addr ess.

THE W TNESS:

A My nanme is Joseph F. Hartnett, Jr. M

address is 1025 Laurel Cak Road, Voor hees, New

Jersey 08043.

Q And, M. Hartnett, by whom are you
enpl oyed?
A I'' menpl oyed by American VWater Wrks

Servi ce Conpany as the Vice President of Finance.
| also serve as the Treasurer of American Vater
Wor ks Conpany.

Q And have you prepared testinony for
pur poses of this case?

A Yes, | have.

Q I show you what's marked as | AWC Exhi bi t
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that you've prepared for this proceedi ng?
A That's correct.

Q | al so show you a copy of what's been

418

y

mar ked for identification as | AWC Exhi bit 4. 0R and

ask if that is a copy of rebuttal testimony --

A That's correct.
Q -- that you prepared for this case?
A That is correct.
Q And in that testinony do you sponsor

what's been marked as | AWC Exhi bit 4. 1R?
A That is correct.
Q Do you al so sponsor surrebutta

testimony whi ch has been marked as | AWC Exhi bit

4. 0SR?
A Yes, that's correct.
Q Is the information presented in the

testimony and the exhibits you sponsor true and
correct to the best of your know edge?

A Yes, it is.

MR SPRINGER At this tine, M. Exam ner,

woul d ask for admi ssion into evidence of
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M. Hartnett's direct testinony, Exhibit 4.0, his
rebuttal testinony, Exhibit 4.0R surrebuttal
testinmony, Exhibit 4.0SR, and Exhibit 4.1R which
M. Hartnett sponsors in his rebuttal testinony.

EXAM NER SHOMI S: |Is there any objection?

MR CLENNON:  Staff has one objection -- or
two obj ections, Your Honor.

EXAM NER SHOMI S:  Ckay.

MR CLENNON: In M. Hartnett's rebuttal
testimony on page 2, line 6, as well as page 4,
line 11, M. Hartnett first of all says M. Snmith
does not appear to understand our proposal. This
is conplete speculation, beyond this witness's
ability to know. The same thing with page 4;

Ms. Langfeldt clearly does not understand the SSP.
Once again, this is beyond the w tness's know edge.
The comments create a setting of animus in this
proceeding that is conpletely uncalled for, and
they should not be permitted to be entered into the
record.

EXAM NER SHOMIT S: A response?

MR. SPRINGER: My | respond, M. Exam ner?
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EXAM NER SHOMI S:  Yes.

MR SPRINGER M. Examner, the coments
referred to are not intended to create any feeling
of animus or comrent on anything in an
i nappropriate way. The coments are directed to
testinmony of t he witnesses and are indicating that
the witness does not understand the proposal in the
context of the testinony given, and | don't think
there's anything inappropriate in comenting in
t hat manner.

MR, CLENNON:  Your Honor, it's clearly beyond
his ability to understand. 1In addition to this,
we' ve, you know, gone through a day of testinony
where -- verbal testinony where these matters are
becom ng nore and nore apparent. The Conpany
should be able to put on its case without resorting
to these tactics.

MR. SPRINGER. Again, | don't think there's
anyt hing i nappropriate in comenting that testinony
reflects a m sunderstanding of a proposal

EXAM NER SHOMIS: The notion to strike those

portions of the testinmony is denied, and | woul d
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state for the record I do know what ani mus neans.
(Laught er)
Is there any ot her notions?

MR. CLENNON:  No ot her objection, Your Honor.

EXAM NER SHOMI S: Ckay. M. Hartnett is
avail abl e for cross.

MR SPRINGER Is there a ruling on the
exhi bi ts?

EXAM NER SHOMIS: | think I -- well, you're
right. The exhibits sponsored by M. Hartnett are
admitted.

(Wher eupon | AWC Exhibits
4.0, 4.0R 4.1R and 4.0SR
were received into

evi dence.)

MR, SPRINGER  Thank you.

M. Hartnett is available for
Cross-exami nation.

MR, FI TZHENRY: | don't have any questions.

MR, CLENNON:  Ckay.

MR, FI TZHENRY: Maybe 1'I1l have some after

you' re done.
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MR, CLENNON:  Staff has sonme questions. My |
proceed, Your Honor?

EXAM NER SHOMI S:  Yes, you may.

CRCSS EXAM NATI ON

BY MR CLENNON:

Q CGood norning M. Hartnett. As you know,
ny nanme is Joe O ennon.

A Good nor ni ng.

Q | represent the Staff of the Illinois
Conmmer ce Conmi ssi on.

Coul d you pl ease turn to your
surrebuttal testinony, sir? And lines 78 to 80.

A Yes, | have that.

Q Ckay. There you state, as stated in ny
response to Data Request RL 8.02, the DCF anal ysis
was updated to reflect tax benefits during our
negotiations with Ctizens. |Is that a fair
readi ng, sir?

A Yes, that's correct.

Q Sir, can you explain to me and to this
court why this updated DCF anal ysis was not

provided in response to Staff Data Request 1.027?
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A | don't recall Staff Data Request 1.02.
Q It's the Hart - Scott-Rodino filing.
A It was not included in the Hart -Scott -

Rodi no filing.

Q Can you explai n to me why this
i nformati on was not provided in response to Staff
Dat a Request 1.05?

MR. SPRINGER Can you state the nunber again,
M. d ennon?

MR CLENNON: 1.05, Staff Data Request 1.05.

MR SPRINGER Al right. That's not TQS?
MR CLENNON: No, it is not.
MR, SPRINGER: Ckay. Just a noment.
(Pause in the proceedings.)
A The Staff Data Request 1.05 | don't
believe -- we put this together -- we put this

summary together for submi ssion with the data
response specifically. W didn't -- | don't

bel i eve back in July we would have had this put
toget her when the data response was requested or
data request was asked. As we were goi ng through

the negotiations with Ctizens, as we gai ned
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addi tional information we would keep track and
maybe update our numbers on a piece of paper, but
we didn't necessarily rerun a full DCF and a ful
formal presentation as we gave -- as we presented
as a response to the data request. W pulled that
toget her specifically in response to the data
request.

Q Your testinony, sir, states that the DCF

anal ysis was updated to reflect the tax benefits

during our negotiations with Gtizens. |Is t hat
correct?

A That's correct.

Q And the data request is dated July 24,

2000. |Is that correct?

A Ri ght.

Q And that is after the negotiations with
Citizens.

A That's correct.

Q Is that correct?

A That's correct.

Q Can you explain to me why, when the DCF

anal ysi s was updated during the negotiations with
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Ctizens, it was not provided on July 24th?

A The DCF anal ysis that was provided in
response to 1.02 was the initial DCF analysis. W
guantified the tax benefits afterwards, did a
separate DCF, and came up with a separate nunber
and just added that to | think it was 722 mllion

inthe initial DCF, so we didn't run a new,

conbi ned DCF

Q And when you updated that, that was
during the negotiations. |Is that correct?

A That's correct.

Q And then that was not provided to the

Staff after the Staff asked for it in Data Request
5.01. I|I'msorry; 1.05.

A The copy that we provided was the only
copy of the analysis available. W would have done
a cal cul ation of the present value of the tax
benefits, but we wouldn't have done a -- we didn't

have a copy of any anal ysis.

Q Do you have a copy of RL -- Data Request
RL 2.15?
A Yes, | have it.
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Q In part, that data request asks were the
val uation nmethods identified and denonstrated by
M. Bobba identical to the valuation techniques
enpl oyed by IAWNC in determ ning the purchase price
for the utility assets, and your answer, in part,
says in addition to those factors, the parent
enpl oyed a di scounted cash flow analysis. This
analysis is included in Attachment 4(c) -6 to Data
Request 1.02, and this was issued -- this data
request was received by you on Septenber 7, 2000.
Wy was not thi s information provided in Septenber?

A Well, as | said previously, the
cal culations we did we started out with the first
DCF whi ch was $722 nillion. As we got nore
information from G tizens or as we gai ned nore
information fromour tax advisors, we mght do a --
we m ght say, okay, we have an additional 20
mllion of value related to the tax benefits, so we
m ght have done either on a side -- on a piece of
paper or -- there was no formal rerun DCF done at
that time. So as we were building the information

and gaining information from G tizens during the
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negoti ati on process, we were updating the val ue we
had identified. W didn't pull together and
resubmt anything to the board or do a whol e new
DCF because it was still within the authorization
or the range that we had to negotiate with
Citizens, so we didn't have to do a fornal
presentation to do that so we didn't do it unti
such tine as --

Q And you did not provide it with --

MR SPRINGER | don't think the w tness has
conpleted his statements.

EXAM NER SHOMI S:  Fi ni sh your answer.

A I"'mfinished.

Q Isn't it true, sir, that for Staff Data
Request DAB 1.5, as well as DAB 1.6, again, you did
not provide this analysis that you had done during
the negotiations with Citizens?

MR SPRINGER: | object to the word anal ysis.
| believe the witness specified that he did not
consi der what was done to be an anal ysi s.

MR, CLENNON:  Your Honor, his testinony

clearly states that the DCF anal ysis was updated to
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reflect tax benefits during our negotiations with
Citizens. The Staff asked for this information,
and this witness in particular states that it was
updated and then it is not provided by the conpany.
I would like to have an expl anati on on why Data
Request DAB 1.5 and DAB 1.6 was not updated with
this informati on when it was specifically ask ed
for.

MR. SPRINGER Is that the question now?

MR. CLENNON:  Yes. That was the question
originally.

EXAM NER SHOMI S:  You can answer that
guesti on.

A The DCF anal ysis was not updated. We
ran separate cal cul ati ons as we gai ned additi onal
i nformati on and just added the result of those
calculations to the original DCF. W did not do a
new DCF anal ysis to reflect all of these new -- all
these pieces of new information until requested to
conbine themall together -- until requested as
part of the 8.04 or 8.02 request by Ms. Langfeldt.

Q If you take a | ook at Data Request DAB
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1.6, that data request says, if yes, please provide
all docunents presenting and supporting the

analysis that M. Hartnett reviewed. Once again,

sir, you did not provide that. 1Is that correct?
A I did not have any formal docunents. If
| did -- 1 do not recall having any documents that

woul d have had the new $895 million nunmber that was
provi ded. That was done -- if we didit, we did it
on a separate piece of paper, a scratch paper,
which | did not save.

Q Sir, does it not say please provide all

docunent s?

A Yes.
Q Does not say formal docunents?
A I don't think I have any docunents,

formal or informal.

Q If we could turn to page 2 of your
direct. I'msorry; page 3, please, line 11. You
i ndicate at that point in your testinony that you
were involved in the acquisition of the water and
wast ewat er assets of G tizens, including contact

with Ctizens executives. |s that correct?
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A I"msorry. | don't have the right

reference | don't think. Line 11 of page 37

EXAM NER SHOMITS: | think you have the w ong
cite.

Q I"'msorry. |I'mlooking for page 2. |
apol ogi ze.

A No problem Line 11, page 2. Yes,
have that.

Q In there you say that you were invol ved

in all aspects of the investigation to purchase the
assets fromGtizens. |Is that true?

A That's correct.

Q And that included the assenbly and
analysis for public information concerning
Ctizens, including reports to the state public
utility comm ssions, the SEC filings, contracts,

i nvestigations, devel opnment of financial analysis.
I's that true?

A The conduct of due diligence
i nvestigation. Yes, that's correct.

Q And you were involved in all of those

aspects?
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A Yes, | was.

Q Wuld it be also true that in connection
with your position as Vice President of American
Water Wirks, you were contacted -- you were in
contact with other American Water Wrks executives
concerni ng the purchase?

A I was in contact with nmenbers of the due
diligence team some of which are executives in
ot her subsidiaries, yes.

Q And is it your testimnmony now that you
had no contact with other executives while you were
assenbling the analysis of all the information
concerning Gtizens' water and wastewater
properties? |Is that your testinony now?

A I was in contact with executives at
Ameri can Water Wirks Conpany at the corporate
headquarters.

Q Ckay.

A And the nenbers of the due diligence
team but | wasn't necessarily in contact with al
the executives at the subsidiary |evel

Q Ckay. Were you in contact with all the
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executives at American Water Wrks Conpany?

A Yes, many of the executives, yes.

Q Many of the executives?

A Yes.

Q During your performance of these duties

that you have listed here?

A Yes, | was.

Q I would assune that it is also correct
that you were in contact with the Board of
Directors of Anerican Water Wrks fromtinme to
time. 1Is that true?

A At |least we did submit the presentation
to the Board of Directors one tine.

Q During your performance of your duties
concerni ng the purchase of Ctizens, did you ever
contact custoners of either Gtizens or
[1'linois-American Water Conpany?

A No, | did not.

Q On page 2 of your testinobny you speak of
a public tel econference call between Ctizens and
certain financial analysts. D d you participate in

that call?
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A I did not participate. | listened to
it, yes.
Q Ckay. So would it be true that your

testimony on page 2, the sentence that begins on
line 24, in early June, we participated in a public
tel econference call between Citizens and certain
financial analysts during Ctizens' discussion of
recent acquisition of tel ecomrunication properties
from GTE and further discussed their intention to
sell wastewater and water products should be

changed to in early June we |istened?

A I guess technically that's correct. |
apol ogi ze.
Q Can you identify for this court and for

me the parties that were participating or |istening
in on that phone call?

A No. | do not know that.

Q Do you know if there were any custoners
of Citizens that participated in that phone call?

A I do not know that.

Q On page 3 of your testinmony you talk

about a md June neeting involving Arerican Water
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Wrks and Citizens executives. Did this neeting
relate to the purchase of the Citizens properties?
A Yes. It related, as | say in the

testinmony, we were expressing our interest in

acquiring the water and wastewater properties.

Q Were any customers participants of this
neet i ng?

A No.

Q Were any customer groups such as CUB

participants of this neeting?

A I"msorry. | don't know what CUB is.

Q Ch, I"'msorry; the Gtizens U ility
Board here in Illinois.

A Ctizens Uility? There were no

custoners participating in the neeting.

Q Al right. There were any customer
advocat e groups participating?

A No, not to ny -- no, there were not.

Q Is it correct, sir that, no customers or
cust oner advocacy groups of either G tizens or
[1'linois-American negoti ated any aspect of the

pur chase?
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A Certainly not as a |large group. \Wether
some of the CGtizens executives mght have been
customers of their water utilities | don't know,
but, no, not a big group.

Q A very good distinction. Thank you

As an executive for American \Water
Works, would you recomend that the stockhol ders of
that conmpany or a utility either directly or
through an agent in negotiations for the purchase
of an asset prior to the stockhol ders assum ng the
risk of that purchase -- I'msorry. Let ne start
that over. Let me just skip that one.

Wul d you turn to page 3, begi nning on

[ine 4?
A Yes.
Q There you state that Illinois-Anerican

or Anerican Water Wirks accunul ated i nformati on on

Ctizens to determine the prelimnary value of

Ctizens' water and wastewater properties. |Is that
a correct -- a fair reading of your testinony?
A Yes, that's substantially correct, yes.

Q Was one of your concerns surrounding the
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val uation of these assets for the purpose -- was
one of your concerns surrounding the val uation of
the assets the potential risk to sharehol ders?

A At that time, certainly you're
considering that, but this is a nonbinding
expression of interest so you' re not as focused on
the risks at that point. You're trying to
determ ne what the fair value of the assets is.
Subsequently, certainly we consider the risk to the
shar ehol ders, certainly.

Q | believe on page 3, line 10, you
di scuss Citizens' relationship with Mdrrgan Stanley
Dean Wtter as its advisor.

A That's correct.

Q Is it your understanding that Mrgan
Stanl ey provided advice to the Board of Directors
of Gitizens?

A I don't know whether -- | can't say
whet her they provided advice to the Board of
Directors. | know they were advisi ng managenent.
| would imagi ne they probably provided advice, but

| don't know that for a fact.
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Q I believe on page 3 you speak of a

confidentiality agreement with Ctizens.

A Yes.

Q And t hat was needed to conduct your due
diligence. 1Is that correct?

A That's correct.

Q And this obligation of due diligence,

that's an obligation to the board of directors, is
it not?

A Anmong others. It's a process certainly
to go through to deternmine the I evel of interest
you have in an acquisition, and you' re certainly
considering -- it's an obligation to the board of
directors, the shareholders, and all constituents.

Q And just so I'mclear, the

confidentiality agreenment was needed so you could

fulfill the due diligence obligation. [Is that
correct?

A That's correct.

Q Do you believe that the existence of the

confidentiality agreenment inhibited participation

by custoners or custoners advocacy groups in the
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negoti ati ons?

A I"mnot quite sure what you nean.
Certainly the confidentiality agreenent did limt
how many people you could talk to, since Gtizens
Uilities was a publicly traded company and there's
restrictions on disclosure of non-public
information, restrictions in the securities |aws.

I don't think the confidentiality agreenent in and
of itself would have prohibited -- well, | don't
think the confidentiality agreement was the reason
that the custonmers were not present at the
negoti ati ons.

Q Very good. But certainly it limted the
Conpany's ability to contact customer groups.

A It did, but nore as a result of the
securities | aws, potential securities | aws
viol ations of disclosing non-public information

Q Very good.

On page 3 you discuss intensive
negoti ati ons that were conducted by AWS [sic] and
Ctizens from Septenber 10th till July 24th, after

whi ch point Gtizens rel eased an offering docunent
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to other potential bidders for water and wastewater
assets; I'msorry, for wastewater -- for the water
and wast ewat er assets.

EXAM NER SHOMIS: | think you m sspoke. It
was from Septenber 10th to Septenmber 24th. You
said July 24th.

MR CLENNON:  I'msorry. [I'Il still stuck on
that data request.

MR SPRINGER: Did you al so reference AWV or
was that AWAS?

MR CLENNON:  AVWAS

A AWN in nmy testinony, did conduct --
that's correct, did conduct significant
di scussi ons, extensive discussions between
Sept enber 10th and Septenber 24th. That's correct.

Q Moving on, if a bid is made and a
purchase occurs, just generally, does the bid --
does the bidder, by virtue of the purchase, assune
the risk of ownership?

A The bid itself doesn't assune the risk
of ownership. |If you close, there are certain

risks in the transaction
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Q Very good.
Is it reasonable that if a potenti al
bi dder chooses not to nmake a bid and nake the
purchase, one of the factors could be that that
bi dder was not interested in assum ng the ownership
risk of that investnent?
A There are many, many different reasons

that a bidder m ght not choose. That could be one

of the reasons. | agree that coul d be one.
Q But generally, investors are risk
adver se
A No, | wouldn't say risk adverse.

woul d say they expect a return conmensurate with

the risk they take.

Q So part of their analysis is the risk
involved with a certain investnent. 1|s that
correct?

A That's correct.

Q To your know edge, did any customers of

Ctizens make a bid on the purchase of the conpany?
A I have no know edge of any ot her

bi dders, the other bidders for Ctizens.
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Q If you could turn to page 4, begi nning
on lines 19, | think of your surrebuttal testinony
actual ly.

A That's surrebuttal, page 4?

Q Yes.

A And what |ine nunber is that?

Q Li ne 19.

A I have a different sequence.

M5. SCHULTZ: There's no 19 on 4.

Q Ckay. | apol ogi ze

A 79 is --

Q Hold on. Let me just slow everybody
down. [I'Il find the right one

(Pause in the proceedings.)
I"msorry. It was in your direct
testinmony. | apol ogize for the inconvenience.

A No problem Wat page was that?

Q Page 4.

A Yes, | have it.

Q You state sonething along the |ines of

in today's econony, the values of conpanies in

near |

y every industry are above book value. 1Is
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that a fair readi ng?

A That's correct.

Q Isn't it true, sir, that nearly every
i ndustry does not share the nmonopolistic

envi ronment that the water industry shares?

A That's correct.

Q Coul d you get out Data Request RL 2.03,
pl ease?

A Yes, | have it.

Q In there | believe you indicate that you
use -- that you considered the use of property

pl ant and equi pnent net of depreciation as a basis

for allocation of the project purchase price, but

rejected this as an allocation nmethod. 1Is that
correct?

A Yes. W did think about that.

Q Isn'"t it true, sir, that the use of the

al  ocati on net hodol ogy that enploys plant property
and equi prent net of depreciation distinguishes --
has the ability to distinguish anong state
jurisdictions a proportion of the utility assets

that the custoners have already paid for through
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rates?

A I"'msorry. | don't really underst and
the question

Q Ckay. Property plant and equi prent net
of depreciation is an allocation methodol ogy. Is
that not correct, sir?

A That is an allocation nethodol ogy.

Q CGood. And as an allocation methodol ogy,
it has the ability to distinguish anong the state
jurisdictions the proportion of utility assets that
the ratepayers have already paid for. 1Isn't that
correct?

A VWhile I"'mnot -- certainly not an expert
in ratemaking, | don't believe the custonmers pay
for depreciated plant. | believe -- | understand
that in ratenaking, depreciated plant is a
conponent of rate base upon which revenues are set.
| do understand that.

Q Ckay. Whuld you agr ee, sir, that the
use of this nethodol ogy hel ps enabl e the conmpany or
others to determne the proportion of utility

assets by state jurisdictions that have been
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recovered, the value of those assets that have been
recovered by the conpany through its rates?

A I can't say that | understand that.

MR, CLENNON:  Staff has nothing further.

EXAM NER SHOMI S: | have a few questi ons.

EXAM NATI ON

BY EXAM NER SHOM S:

Q Woul d you turn to page 3 of your direct
testi mony?

A Yes, | have that.

Q In the | ast paragraph on that page,
whi ch carries over to page 4, you discuss time
peri ods under which intensive negotiations were
conduct ed, and you indicate on Septenber 24th
Ctizens rel eased an offering docunent to other
potential bidders for the water assets. Wul d you
just indicate to me what you mean by an offering
docunent ?

A Sure. | would be happy to. Typically
when a seller wants to sell assets or a conpany,
they will conduct an auction, and they'll put

toget her an offering nenorandum whi ch gi ves you the
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basic financial information on the conpany, sone
background on the conpany and its assets. They put
all that together as kind of a selling docunment to
offer to potential bidders.

Q Was such a document given to AWN by
Ctizens before Septenber 24th?

A No, it was not. Because we initiated
the discussions with Gtizens beginning in the
sumrer of '99, they had not yet -- it came before
the actual formal process that they were getting
ready to put together, so they didn't have the
of feri ng menorandum avai | abl e when we started
di scussi ons.

Q I s the purpose of providing the offering
docurment to solicit possible bids frompotenti al
buyer s?

A That is the initial piece of information
that you are given as the potential buyer to
solicit bids, but generally you get nore
informati on after that.

Q Ckay. | don't need to know the nanes or

details, but do you know if Citizens received any
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other offers for its public utility assets?
A I understand from hearing testinony in
other states fromdCtizens' witnesses that they did

recei ve other bids. Yes, Your Honor

Q Those would pertain to its assets in
[1'linois?
A Yes. It was for the -- | think -- well,

I just know they received other bids for the entire
wat er and wastewater assets, including Illinois,
yes.

Q Ckay. So woul d you consider AWN to be
conpeting with other bidders for the assets of
Ctizens?

A By the end of the process, we were
definitely involved with a conpetitive bid
situation as a result of these other bids com ng
in, yes.

Q | asked a question of M. Hamilton I
think that was deferred to you. The question was,
in agreeing to the purchase price for the Gtizens
assets, what assunptions, if any, were made with

regard to the ratenaking treatnent of the
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acqui sition adjustnment and sharing of savings?

A We didn't have a specific sharing
savi ngs met hodol ogy in m nd when we negotiated the
purchase price. The underlying assunption we did
make in arriving at the purchase price was that the
conm ssions would treat the conpany in such a way
to allow the conpany to retain the savings that
were produced to cover the prem um on the
acquisition. W didn't know specifically and we
didn't consider specifically how each comm ssion
m ght choose to do that or what the ultimte
nmet hodol ogy woul d be that we woul d propose to the
conm ssion. W sinply assunmed that if we could
adopt the tariffs fromthe existing custoners, we
woul d be able to retain the savings we produced
bel ow that or the savings we produced to offset the
purchase price -- the prem un excuse ne.

Q Ckay. Testinony has been presented by
[I'linois-American in this docket that approvals
have been obtained in certain jurisdictions with
regard to the purchase of GCitizens' water and

wast ewat er assets. Is that correct?
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A That's correct.

Q Just so | understand the sequence of
proposals with regard to the SSP, when was the
specific SSP that's presented in this docket
devel oped?

A That was devel oped by Il11inois-American
as part of their application process. | can't give
you the specifics because | wasn't directly
i nvol ved with the devel opnent of the proposal

Q Do you know if the SSP or something
conparable to the SSP was presented in other
jurisdictions with regard to treatnment of the
acqui siti on premuns and savings in those other
jurisdictions? I'mjust trying to get an
understanding if there's a proposal here that's
different in certain respects or simlar to what
was presented in other jurisdictions.

A Yes. Four of the states do not require
any ratenmaking treatnent as part of the approva
process, so there was no di scussion of ratemaking
treatment in Pennsylvania where we just received

approval, Chio, and Indiana. Those ratemnaking
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treatments will be handled in the first rate case
after the acquisition
Q So those orders woul dn't address any

al  ocation of savings?

A No. We made no proposal to them
Q Ckay.
A Arizona, that order is pending fromthe

conm ssion. However, we've reached a stipulation
with the staff that they have agreed to consi der
the acquisition adjustnment in relation to the
savings presented at the first rate case, so,
again, after the fact, not as part of the approval
of the acquisition
California is the only state of the six

states invol ved here that does require a
determ nation of the ratemaking treatnment as part
of the approval process, and there is a proposal in
front of that comm ssion for sharing of the savings
and recognition of the acquisition adjustnent.

Q Do you know any details of that
proposal? I'mjust trying to see if it's

conparable to |like here we have 10 percent of the
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savings to ratepayers initially and, you know, then
it goes on fromthere, and I"'mjust trying to
under stand how t he proposal in California conpares
to what's presented here.

A Yes, M. Examiner. |'mgenerally
famliar with it.

Q | don't need a |ot of details, but could
you give ne sone of the highlights?

A I can give you sone of the highlights of
what | recall. There is no rate proceeding for the
first five years. There's a stay-out provision for

five years.

Q So nore or less arate freeze for five
years?
A Right. M recollectionis we will then

put forth in that first rate case at the end of
five years the denonstration of our savings, and
believe we retain all savings approved in that
first rate case to support the acquisition
adjustmment or the premium and this is where | get
fuzzy, and then we start sharing after we recover

our full acquisition adjustment, but |I'mnot sure
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you know, and this is where I'mnot real clear, but
there's no savings sharing in the beginning in
California. It's a stay-out and then the conpany
recovers the acquisition adjustment fromthe
savings generated at the end of five years based on

proof of a rate case

Q Ckay.
A But please don't hol d ne to the details.
Q That's fine. But in California, the

Cal i fornia conm ssion woul d nake sonme determ nation
as to whether that proposal is appropriate? 1Is
that what you're sayi ng?

A Yeah, as part of the approval process,
that's correct.

Q At what stage of the process are the

proceedi ngs before the California conm ssion?

A The hearings are being continued.
They' ve been interrupted until | think it's the end
of February or early March they' |l resume. The

heari ngs shoul d be conpleted. There shoul d only be
a very limted anmount of hearing tine renaining,

but the hearings are not yet conpl eted.
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Q Ckay.
A And if | mght add, M. Exam ner, the
proposal in California, as it was here in Illinois,

we tried to structure it in such a way to address
the utilities in those states, the state of where
those utilities are as far as ratenaking and things
like that, to the particulars of the state.

Q Just to sunmarize then what you said
with regard to California, there's a five-year rate
freeze, and in the first rate case the Conpany w |
present a denonstration of its savings. The
proposal is that the Conpany will retain al
savings until it has recovered the acquisition
premum and then after that there's sone sharing
mechani sm

A Yeah. | believe it's until -- the
Conpany will retain all savings to cover the

acqui sition revenue requirement, simlar to here.

Q Ckay.
A And | used the word premum |
apol ogi ze.

Q That' s fine.
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A And then there's a sharing after that at
some point, and I don't recall when that is and how
t hat works.

Q If you know, in Californiais there --
do you know the anortization period for the

acqui si tion adjustnment?

A Yes. It's 40 years there al so.
Q Ckay.
A And the staff has -- we've stipulated

with the staff on the anortization period as well
as the estimation of the savings that we anticipate
we can produce. The staff and the Conpany have
agreed and as to the methodol ogy, should the
Conmi ssi on approve the transaction, as to how the
Conpany woul d cal cul ate the savings going forward
over the 40 years.

Q So simlar to lllinois, in California
the Conpany's proposal is to anortize the
acqui sition adjustment over 40 years and al so
i nclude the unanortized bal ance of that adjustnent
in rate base?

A I don't believe in our proposal we're
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proposing to include the unanortized bal ance.
think we're sharing the savings. | don't believe
we're including it in rate base.

Q Ckay.

A In California | do bel ieve there will be
a determination at the end of that first rate case
and an inclusion in rate base of it, but | won't
swear to that.

Q Ckay. That's fine.

In your rebuttal testinony you reference
on page 8 the DCF that was performed for CUC that
produced a value of 221 mllion

A Yes. | have that.

Q Did the DCF anal ysis determ ne a nmaxi mum
offer price range? In other words, did it conme up
with a range of figures?

A Yes, M. Exanminer. On the Exhibit 4.1R
if you look at the bottom of that schedule, you see
the colum headed F - Total Equity Val ue.

Q | see those.

A The range, depending on the different

assunptions you use, you see the discount rates on
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mllion and the val ue shown there,

Right. | see now So for the 221

from?211.3 to 231.3. |Is that correct?

A

Yes, that's correct, given the 10.3

times EBI TDA mul tiple.

EXAM NER SHOMT S

(Wher eupon a recess was

taken at this tine.)

Let's go back on the

455

the range was

record.

Q I just had one |ast question. If you'l
turn to your surrebuttal testinony, page 2

A Yes.

Q The sentence that begins at the end of
l[ine 28 reads as follows: "If | AWC does not have a

reasonabl e opportunity to recover its investnent

the acquisition by retaining a portion of the

denonstrat ed savi ngs,

Section 7-204 woul d be satisfied."

then | AWC does not believe

me what you neant when you used the words

in

Wul d you tel

"reasonabl e opportunity to recover its investnent"?

A

By reasonabl e opportunity I

meant an
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opportunity consistent with our proposal of savings
of sharing -- or sharing of savings; excuse ne.

Q And woul d you just briefly describe what
you nmeant by consistent with your proposal? Dd
you mean unl ess the proposal was adopted in its
entirety, that |1 AWC does not believe Section 7-204
woul d be satisfied, or did you nmean there could be
some concl usi on reached by the Comm ssion that
woul d nodi fy the proposal in sone manner that woul d
still satisfy Section 7-2047?

A I would say that the economics or the
under | yi ng economi cs of our proposal we have tried
to stretch as nmuch as we could to retain or to not
harmthe financial results of our Illinois-Anerican
subsidiary. W certainly understand there m ght be
some ot her conditions placed -- non-economc
condi ti ons placed on the Comm ssion, whether it's
reporting information, things like that. However,
me personally, as a financial person |ooking at the
transaction, feel that we have provided as nuch of
the benefits to the custoner as we can in our

Savi ngs Sharing Proposal. Certainly we recognize
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the Conmi ssion may reject the transaction. |'m not
debating that. |'mjust saying our proposal is
stretching as far as | feel is appropriate f roma
financi al person's standpoint.

EXAM NER SHOMI S: Ckay. That's all | had

MR SPRINGER W do have sone brief redirect,
M. Exam ner.

EXAMI NER SHOMI S:  Ckay.

REDI RECT EXAM NATI ON

BY MR SPRI NGER

Q M. Hartnett, in response to
cross-exam nation questions, | believe you
i ndi cated that one of the factors considered was a
goal that the transaction should be acconplished
mai ntaining the existing tariffs of the acquired
entity. Do you recall giving that response?

A Yes, | do.

Q And woul d you have a further explanation
you'd care to give of the answer you gave?

A Yes. The clarification is we would
adopt the existing tariffs at closing, but the

further enphasis I'd like to place is that the goa
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I think in our proposal was that the rates would
never increase higher than the rates CUC woul d
experience on a stand-al one basis, and, further
the reason we feel that's appropriate is because we
are providing all the other benefits of being part
of the Anerican Water systemto the custoners that
is included in M. Kelleher's testinony.

Q So if | understand your answer, your
reference to existing tariffs was not necessarily
the tariffs presently in effect, but to tariffs no
hi gher than stand-alone tariffs for CUCI woul d be.

A That's correct.

Q You also in response to a question of
M. dennon indicated that you did not know whet her
the net PP&E ratio if used as an allocator would
di stingui sh between the portions of assets
recovered through rates. Do you recall an answer
of that nature?

A Yes.

Q Can you say whet her you have any
awar eness of what the effect of applying t hat net

PP&E al | ocator would be in the context of this
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case?

A Vell, if we use net PP&E to allocate the
purchase price across states, Illinois would
actually get a marginally higher allocation of the
purchase price, if that was the question. | was
confused by the question, so | wasn't sure whether
that answered the question or not.

Q Now i n response to questions of the
Heari ng Examiner, | believe you indicated that
appl i cations have been submitt ed with regard to
this overall transaction in states other than
Illinois, and | believe those states included
California, Arizona, Pennsylvania, Indiana, and
Chio. Wuld that be correct?

A That's correct.

Q And you described in response to the

Exam ner's questions your understanding of the

present situation in California. |s that correct?
A Yes.
Q Wul d you have any clarification of that

di scussion that you'd like to provide?

A Yes. The termthat | used that in
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California we agreed to a five-year stay-out, which
was | think also referred to as a freeze, | was
m staken. During the five years we have agreed to
hold out for filing any rate increase rel ated
specifically to general and adm nistrative costs.

Q And with respect to Arizona, you

di scussed | believe a sti pulation in place in that

state. |Is that correct?
A That's correct.
Q And woul d you have any further

expl anation of the provisions of that stipulation?

A In that case there was a stipulation
with the staff that they have agreed that they
woul d consi der recognition of an acquisition
adjustmment in the next rate proceedi ng comensurate
with the denonstrated savings that the Conmpany can
put forth, and, furthernore, the staff has actually
recomrended approval of the acquisition

Q And with respect to the renaining
states, you indicated that no approval -- or excuse
me -- that the approval process for the transaction

did not include consideration of a -- at that tine
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of the econom c package or savings sharing
proposals. 1Is that right?

A There's no requirenment. That's correct.
There's no requirenent for a determ nation of
ratemaki ng for the acquisition adjustnent.

Q Do you have a basis for any expectations
as to regulatory treatnents when those proposals
are ultimately presented at the tinme of rate
proceedi ngs in those states?

MR, CLENNON:  Your Honor, | object to this
guestion. It calls for specul ation, well beyond
the witness's ability to give an informed answer to
this Comm ssion, to this court and this Conmi ssion

MR. SPRINGER: My | respond, M. Exam ner?

EXAM NER SHOM S:  Yes

MR SPRINGER. | don't believe there's any
basis for M. dennon's objection. M. Hartnett is
an officer of the Conpany who has been invol ved in
transactions in these states in the past, and |
bel i eve his answer will come fromhis persona
experience and awareness of regulatory situations

in the states invol ved.
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EXAM NER SHOMIT S: He can answer the question
as long as he ties his answer to how they' ve
treated acquisition adjustments or prem uns in past
cases. |If he doesn't have any know edge of that,
will not allow himto specul ate.

MR SPRI NGER

Q Wul d you answer on that basis, please?

A Yes. In Pennsylvania, the last |arge
transaction that I was involved with in
Pennsyl vani a was Pennsyl vani a Gas and Water where
we al so purchased the water assets, a sinilar
transaction to this Gtizens transaction, and the
Conmi ssion there recognized the full acquisition
adjustmment in rate base.

In Indiana | was involved with the
Avatar acquisition in 1993, and they are also -- as
a fair value state, they recognized the fair val ue
of the transaction, which recognized the ful
purchase price as fair val ue.
I have no experience in Chio.
Q Based on your experience in the states

that are involved here, do you have an expectation
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or have you experienced a situation in any of those
states where the -- other than Illinois, where the
regul atory conmi ssion staff has opposed recovery in
any formof the costs associated with acquisition?

A The staffs have not in any of the states
opposed the transaction. As | said, they have not
made a deci sion on the acquisition adjustnment
specifically. The staffs have not opposed any of
the transacti ons though

MR. SPRINGER Thank you. That's all the
guestions that we have for M. Hartnett.

EXAM NER SHOMIS: | just had a couple
guesti ons.

EXAM NATI ON

BY EXAM NER SHOM S:

Q Wth regard to Arizona, you indicated
that Staff indicated it would consider recognition
of the acquisition adjustnment in the next rate
proceedi ng commensurate w th denonstrated savings.
VWhat did you nmean by consider?

A I don't recall the specific |anguage,

M. Exam ner, but there's very clear |anguage that
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they say they recognize the treatnent of the

acqui sition adjustnent or recognition in rates of
the acquisition adjustnment in some form and how --
agai n, how each comm ssion chooses to do that would
be considered in relation to the savings. | can't
tell you. 1| don't have the exact |anguage. | know
| could get it if you gave ne a mnute, but.

Q No, that's fine.

And with regard to the Pennsylvania Gas
and Water case that you described, you indicated
that the full acquisition adjustnment was recogni zed
inrate base. Wat was the treatnment in that case
of acquisition savings, and was there any rate
freeze involved in that proceedi ng?

A There was no hold-out in that or rate
freeze filed in that case. The savings -- they
recogni zed the full purchase price in rat e base, so
the savings all flowed through to the custoner.

EXAM NER SHOMIS: kay. That's all | had

MR CLENNON: | have sone additional cross,

EXAM NER SHOMI S: Go ahead.
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MR. CLENNON:  May | proceed?

EXAM NER SHOMI S:  Yes.

RECROSS EXAM NATI ON

BY MR CLENNON:

Q When you stated in response to
M. Springer's question that the use of the net
PP&E al | ocation met hodol ogy will result in a higher
al l ocation of the purchase price to the Illinois
jurisdiction, is one of the factors that would | ead
to that higher allocation the fact that included in
that would be the contributed capital Ctizens
carries on its books currently?

A Net PP&E, as classified on the bal ance
sheet, would include all the assets of the utility.
Contributed capi tal is on the other side of the
bal ance sheet, but it includes all assets in that
PP&E.

Q Very good.

You stated that | believe it's -- was it
Avatar in Indiana?
A Yes.

Q Recogni zed the full value of the
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acqui si tion adjustnent?
A They recogni zed the purchase price as

fair val ue, yes.

Q Fair value, and that is a fair val ue
state?

A That is.

Q Do you know whet her this Conm ssion uses

fair val ue?

A I've heard representatives from our
Conpany say Illinois is a fair value state, but |
don't know that for a fact.

Q Ckay.

| believe you stated that the

application in California there was sone

stipulation. 1Is that true?

A A stipulation with the staff. That's
correct.

Q Is it your understanding that the staff

approves the transfer of the assets or the nerger
reorgani zati on?
A No, the staff does not approve our

proposal as filed. The staff sinply stipul ated
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that they agree with the quantification of the
savings that we had on file there.

Q Just so | understand your testinony, in
Cnio there has been a filing by the conm ssion

stating approval of the transaction?

A Yes, that's correct.

Q I ndi ana?

A They' ve approved it al so.

Q Pennsyl vani a?

A They have approved it.

Q Ar i zona?

A Arizona is awaiting a decision

Q Can you descri be what has taken place in
that case so far?

A Yes. W' ve conducted hearings, reached
stipulation with the staff, including their
recommended approval. | think sonebody testified
yesterday that before the adm nistrative |aw judge
could wite their recommendation, they very
fortunately took an extended | eave, so we are
awai ting a recomrended deci sion

Q That's in Arizona, the extended | eave?
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A Yes.

Q Not in California?

A Yes.

Q Just for ny own understandi ng, when you

said testified, was there prefiled testinony

submtted? |Is that how that works?

A In Arizona?
Q Ari zona.
A | believe there was, yes, as part of the

application.

Q In all the states is it simlar to here?

A | believe that's correct, but | don't
know t hat .

Q In California there was a stipul ati on?

A No, California the hearings are still in

process. There has been a stipulation with the
staff on the nunbers projected over 40 years.
Do you have Staff Data Request 1.07?
No, | don't have that.

I"msorry, 1.02.

Is that the big one?

o >» O » O

The bi g one.
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(Wher eupon sai d docunent
was provided to the wtness
by Ms. Fiore.)

A Yes, | have it.

Q The request asked the Conpany to provide
copies of all petitions, requests, applications,
notices, or any other type of filing, whether
formal or informal, requesting the approval and/or
giving notice by or to any federal, state, or |ocal
regul atory agency of the acquisition of the
Ctizens Conpany by American. |Is that correct?

A I don't have the specific data request,
but subject to check.

Q And can you tell me why the Staff was
not provided with the testinony, stipulations,
orders in these other proceedi ngs?

A I don't believe | responded to that data
request, did 1?

Q I understand that. Can you tell us why
the Staff was not provided with this information?

MR SPRINGER 1'mgoing to object. The

guestion assunmes facts not in evidence.
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MR. CLENNON:  Your Honor, it's a sinple
guestion. |If he has no know edge of it, that's
fine.

EXAM NER SHOMITS: Well, you can ask himif he
knows whet her there was a response. |If he doesn't,
then I think that that would end it for this
Wi t ness.

MR, CLENNON:  Very good.

Q Do you know whet her this response was
updated as this material becane avail abl e?

A No, | have no know edge.

MR CLENNON:  Your Honor, at this time I would
like to make a notion to strike this testinony
about the other jurisdictions. W have asked the
Conpany to provide this information to us so we
could prepare for this hearing, and it has not
cone. This witness said there was a stipulation
when, in fact, on cross-exanm nation we find out
that there is no stipulation; in fact, that the
staff of the other conmm ssion opposes the
transaction. This is evidence that Staff should

have the ability as well as the Intervenors to
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respond to, and it i s unacceptable.

MR. SPRINGER M. Exam ner, may | respond?

EXAM NER SHOMI S:  Yes.

MR SPRINGER M. Hartnett has been
respondi ng to questions on cross -exam nation
redirect, and recross examnation. | don't know
that there were objections to any of these
guestions as we went along, but that would be the
timely approach

I'm quite frankly, not sure what has
not been provided. There's been a reference to a
dat a request which was responded to. | didn't
recall any wording there about updates or requested
updates, but |I'mnot sure there would have been any
obligation to provide updates even had that been
stated. | believe all data requests have been
fully responded to. [|'mnot aware of any
obj ections that have been submtted or any --
really any problemw th di scovery in this case on
either -- on the part of any party, so | believe
this objection is inappropriate.

MR. CLENNON:  Your Honor, they have an
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absol ute obligation to update the data requests as
time goes by, and this Conpany in this particular
case has not been doing so.

As far as the tineliness of the
obj ection --

EXAM NER SHOMIS: |'mprepared -- | think
|"ve heard enough about this.

I was the one who inquired about what's
going on in other states, and | wanted to get sone
background as to how the proposal here fits with
the proposals in other states and what the other
conmi ssi ons have done, so |I'mgoing to deny the
nmotion to strike. If you want to indicate in your
brief the Conpany relies at all on what happens in
ot her states, that no wei ght should be given to
that, you're free to do so, but | think it's better
for the record to have sone information on what's
going on in the other states with regard to this
transaction. By striking it, ther e woul d be
nothing in the record with regard to that.

MR FI TZHENRY: My | --

EXAM NER SHOMIS: This information may -- |I'm
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not saying that this informati on necessarily is
correct in all respects, but this is what this
wi tness has given with regard to his understandi ng.
MR. FI TZHENRY: Notw t hstandi ng the Staff
notion, the fact is that you have asked questions
of this witness pertaining to these other
jurisdictions, and certainly the record i s not
conplete today as to, you know, what is in these
orders and what is in these stipulations. The fact
is we don't even know really the docket nunbers or
the style of these proceedings that M. Hartnet t
has alluded to at great length, so what | would
suggest, again, notwithstanding Staff's notion
that there be an on-the-record data request
requiring the Conmpany to produce to the Staff and
Intervenors the stipulations that were entered into
bet ween the Conpany in California and Arizona,
copies of any final orders that have been entered
in the other states where other conparable
transactions are being considered by jurisdictions
| believe in Indiana and Chio and Pennsylvania. W

ought to have a chance to | ook at those orders and
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conment on themin briefs, as you suggest, and we
can't do that unless we're provided the orders,
provi ded the dockets and the st yles and the case
nunbers and so forth.

EXAM NER SHOMIS: | think that's a reasonabl e
request. | think if there are stipulations, there
are orders, they should be provided to both Staff
and IVWC if they want to address that in their
briefs, so |l think that's the best way of dealing
with this. Mke sure that information gets to
Staff and IIWC, and if t hey want to review that and
conment that some information provided by this
witness is inconsistent with that, they can do so
in their briefs.

MR, CLENNON:  Your Honor, just so the record
is clear, the instructions for the data request
asked for updates, so the fact that it is not
listed in the data request, it is listed in the
i nstructi ons.

EXAM NER SHOMI S: Ckay. That's fine.

MR SPRINGER M. Exam ner, --

MR CLENNON: | would also note that Staff may
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file additional testinony concerning this testinony
presented by this witness today if it feels that it
is appropriate for the Commi ssion to have this
informati on, or have additional information; I'm
sorry.

MR. SPRINGER M. Exam ner, the Conpany has
no objection to the on-the-record data request. If
| understand the request, the request i s for any
orders or stipulations entered into in the other
states referenced, and those will be provided.

If other notions regarding testinony or
so forth are ultimately presented, we will respond
accordingly at that tinme, and, as | indicated, the
Conpany believes it has adequately responded to al
di scovery in this proceedi ng.

MR CLENNON:  Your Honor, | believe
M. Fitzhenry's list was far from being inclusive
of all the things necessary to provide the
information. The Staff data request is clear. The
instructions are clear. The Conpany shoul d be
required to provide the Staff with this information

in Staff Data Request 1.02 and nothing short of it.
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EXAM NER SHOMIS: Well, | have no i ndependent
know edge of what has been provided, but | think
counsel for Staff should talk with counsel for |AWC
to determ ne what has been provided, and | haven't
heard any objection to providing requested
information, so | don't really have anything to
rule on at this tinme other than to direct 1AW to
conply with that data request, if they have not
done so.

MR, CLENNON:  Very good.

MR FI TZHENRY: Just an additional, of course
that informati on woul d be needed as soon as
practical in light of the briefing schedul e which
needs to be resolved by the end of tonmorrow, and so

per haps the Conpany could commit to provide that

information by sonme time -- well, early next week.
| don't know what's all involved in the copying
pr ocesses.

MR SPRINGER: |1'mnot sure what is being

requested here. The data request reference was
responded to quite sone tine ago.

MR FI TZHENRY: But the on-the-record data
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request that the Hearing Exami ner has said is
appropriate calls for the orders that have been
entered in these other jurisdictions and any
stipul ati ons reached between the conpanies in those
jurisdictions and the staff or any other parties
about these matters, and that's the information
that we'd Iike to have as soon as possible.
MR. SPRINGER: That can be provided
under st and by tonor r ow.
MR, FI TZHENRY: Weéll, that's too early.
(Laught er)
I have to carry that back
(Laught er)

Thank you. And that would be for any
updates too. |If there would be a stipulation that
woul d conme out of this or another order between now
and at the end of the briefing stage, that was
intended to be part of nmy on-the-record data
request, M. Showis.

EXAM NER SHOMI S:  Ckay.
MR SPRINGER Ckay. Can | hear that part of

it again? | guess I'd just like to nake sure |'ve
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got -- all orders, stipulations, or revised --

MR, FI TZHENRY: You know, or new stipul ations
or orders not entered that will be entered in these
jurisdictions that have been --

MR SPRINGER  Ckay.

MR, FI TZHENRY: -- referenced by M. Hartnett
in his exam nation here this norning.

MR SPRINGER: Very well. That can be done.

MR, FI TZHENRY: Thank you.

EXAM NER SHOMITS: And just so |l -- just to go
back to one last matter, there's a stipulation with
staff in Arizona regarding certain matters. |Is
that correct?

THE WTNESS: That's correct.

EXAM NER SHOMIS: Wre there other part ies
besi des staff in that proceedi ng?

THE WTNESS: There is. | forget the actua
nane of the consuner advocate group. The acronym
i s RUCO

EXAM NER SHOM1 S: RUCO?

THE WTNESS: RUCO R-UC O and they have not

sti pul at ed.
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EXAM NER SHOMIS: Ckay. So there is a party
that did not join in the stipulation.

THE WTNESS: Yes, yes.

EXAM NER SHOMI S: And then there was one
ot her stipul ation?

THE WTNESS: The stipulation with staff in
Cal i f or ni a.

EXAM NER SHOMI S:  Ckay.

THE WTNESS: Regardi ng our specific
estimation of the savings.

EXAM NER SHOMIS: Wre there other parties to
the proceeding in California?

THE WTNESS: Yes, there are other parties,
and they are not to ny knowl edge a party to the

stipul ation.

EXAM NER SHOMITS: Ckay. That's all | had on
that point.
MR. SPRINGER: Thank you. | believe we have

nothing further for M. Hartnett.
EXAM NER SHOMI S:  You nmay step down.
(Wtness excused.)

EXAM NER SHOMI S: O f the record.



10

11

12

13

14

15

16

17

18

19

20

21

22

480

(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion
transpired.)
EXAM NER SHOMITS: We'l|l put the next w tness
on.
MR SPRINGER  Qur next witness will be
M. doriod
Before we proceed with M. doriod, 1'd
like to indicate that one portion of his exhibits
was pl aced under seal based on rulings at a prior
hearing, and that is attachnents to a contract
which is Exhibit 1.1 of M. Qoriod s presentation.
We have the public redacted version of
the attachnments on the e-Docket, and |I'm pl anni ng
to seek admission of that version of the exhibits
as attachnents to Exhibit 1.1. The confidential
materi al, which was made confidential pursuant to a
nmotion of Citizens Wilities Conpany, has been
marked as Exhibit 1.2, and Ms. Conti w |l address
t hat exhibit.

M5. CONTI: | think | have a m nor
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clarification. | think M. doriod does have a 1.2
of his own. Wen it was distributed, it was
distributed in seal ed envel opes after the
Exam ner's rulings, and it's | abel ed just
Confidential and Proprietary Excerpts from Exhi bit
1.1 Attachments, and all the parties who have
signed the proprietary agreenent obviously have it.
The Staff and the Exami ner have it, and | guess
that's all we would be noving adm ssion of at this
poi nt .

EXAM NER SHOMI S: kay. | think we shoul d
identify it with some sort of --

M5. CONTI: If you'd Iike to have anot her
nunber or sonething, we can gi ve it one.

EXAM NER SHOMIS: | think we should, and the
Reporter can mark the envel ope

MR. CLENNON:  Can | ask a question for
clarification?

EXAM NER SHOM1 S:  Yes.

MR CLENNON: Is the redacted version as well
as the unredacted version going into the record?

M5. CONTI: The redacted version definitely,
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and the unredacted is just the excerpts, the
particul ar pages.

EXAM NER SHOMI S: The redacted version
bel i eve woul d be on e-Docket, and it woul d be part
of the public record. The confidential portions
are in the envel ope, and we'll mark those
separately.

MR, CLENNON:  Very good.

EXAM NER SHOMI S: And those will be,
obvi ously, afforded proprietary treatnent.

Let's go off the record.
(Whereupon at this point in
t he proceedi ngs an
of f -the-record di scussion
transpired, during which
time Joint Applicants'
Exhibit 11 was narked for
identification.)

MR. SPRINGER Again, to clarify our
off -the-record discussion, | believe | made
reference to confidential material being designated

as Exhibit 1.2. That confidential material will be
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desi gnated as Joint Applicants' Exhibit 11 based on
our off-the-record discussion, and | al so have
becone aware that there is an Exhibit 1.2 to
M. Goriod s testinmony which is a separate piece
of material. So Joint Applicants' Exhibit 11 is
the confidential material | referred to, and with
that, we're ready to proceed with the direct
exam nati on.

TERRY L. GLORIOD
called as a witness on behalf of the Joint
Applicants, having been first duly sworn, was
exam ned and testified as fol |l ows:

DI RECT EXAM NATI ON

BY MR SPRI NGER:

Q Pl ease state your nane and busi ness
addr ess.

THE W TNESS:

A Terry doriod, 300 North Water Works
Boul evard, Belleville, Illinois 62223.

Q And, M. doriod, by whomare you
enpl oyed?

A I1linois-American Water Conpany.
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conpany?

A Presi dent.

Q And have you prepared testinony for

pur poses of this proceedi ng?
A Yes.

Q I show you what's been marked for

484

identification as | AWC Exhibit 1.0 and ask if that

is a copy of direct testinony that you prepared for

this case?

A Yes.

Q And in the course of that testinony do

you sponsor Exhibit 1.1 which is the Asset and
St ock Purchase Agreenent?

A Yes.

Q And do you al so sponsor Exhibit 1.2

whi ch is advantages offered by 1AW to the CUC

di vi si on?
A Yes.
Q I now show you what's been narked for

identification as Exhibit 1.0R and ask if that

copy of rebuttal testinmony that you prepared for

is a
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thi s proceedi ng?

A Yes.

Q Have you al so prepared for this
proceedi ng Exhibit 1.0SR which is your surrebutta
testi mony?

A Yes.

Q And in that testinony do you sponsor
Exhibit 1.3SR which is a First Armendnent to the
Asset and Stock Purchase Agreenent?

A Yes.

Q Is there attached to Exhibit 1.1, the
Asset and Stock Purchase Agreenent, a public
redacted version of certain attachnents to that
agr eenment ?

A Yes.

Q Has there al so been marked for
identification Joint Applicants' Exhibit 11 which
contains the same attachnents in an unredacted
for n®?

A Yes.

Q And it's your understanding that Joint

Applicants' Exhibit 11 has been placed under sea
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in this proceeding. Is that correct?
A Yes, that's correct.
Q Is the information contained in your

testimony and exhibits true and correct to the best
of your know edge?

A Yes, it is.

MR SPRINGER At this tine, M. Exam ner,
woul d ask for adm ssion into evidence of
M. Goriod s direct testinmony, AN Exhibit 1.0
and Exhibits 1.1 and 1.2 which he sponsors in that
testinmony, Exhibit 1.1 containing the public
redacted version of the attachnents to the Asset
and Stock Purchase Agreenment, Exhibit 1.0R
M. Goriod s rebuttal testinmony, M. doriod s
surrebuttal testinmony which is Exhibit 1.0SR and
Exhi bit 1.3SR which he sponsors in that testinony.

M5. CONTI: And | would nove for adm ssion
into evidence in confidential and proprietary
status Joint Applicants' Exhibit Nunber 11

EXAM NER SHOMIS: Are there any objections?

MR FI TZHENRY:  No.

EXAM NER SHOMI S: | AWC Exhibits 1.0, 1.1
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(Wher eupon | AWC Exhibits
1.0, 1.1, 1.2, 1.0R 1.0SR
1. 3SR, and Joint Applicants'
Proprietary 11 were received
into evidence.)

MR. SPRINGER: Thank you.

M. doriodis available for

Cross-exam nati on.

EXAM NER SHOMI S: M. Fitzhenry.
MR FI TZHENRY:  Sure.
CROSS EXAM NATI ON

BY MR Fl TZHENRY:

Q CGood norning M. d oriod.
A Good nor ni ng.
Q As President of 1AW, you verified the

Amended Verified Application. Correct?

A Correct.
Q Do you have a copy of that before you?
A No. [I'Il get one.

(Whereupon the w tness was
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provided with said docunent
by M. Springer.)
I have it.

Q Al right. Thank you. Wuld you turn
to paragraph 32 of that filing? Is it correct t hat
it states, in part, that rate orders issued for the
conbi ned conpany, ratepayers woul d be assigned at
| east 10 percent of the denonstrated savings?

A Yes.

Q And t he conbi ned conpany is the conbi ned
CUCl and | AWC conpani es?

A Correct.

Q Now is it my understanding that after
the acquisition, | AW contempl ates mai ntai ni ng
separate rates for CUCI from | AWC?

A W' ve not really done a determ nation of
that. There's no definitive plan one way or the
ot her at this stage.

Q Vell, explain to me then what's
represented here in paragraph 32. Wen you talk
about rate orders, | assunme that neans two separate

rate orders and how that 10 percent of t he
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denonstrated savings woul d be assigned in that way.

A I think the plural, rate orders, refers
to subsequent rate orders occurring over tine after
the transaction is cl osed

Q Ckay. Thank you

Now I'd like you to turn to paragraph 34
of the Anended Verified Application and
particul arly subparagraph (b). As | read that, it
i ndicates that in support for the Savings Sharing
Proposal and the benefits fromthe acquisition, it
i s suggest ed the financial strength of the Anerican
Water Wirks systemw || assure that both | AWC and
CUCl will have enhanced ability to attract capita
at conpetitive rates. Have | fairly characterized
that portion of the application?

A Yes.

Q Does AWN or Anerican Water Wrks, have
the ability to attract capital to all of its
operating subsidiaries?

A Yes.

Q And, hypothetically, had American \Vater

Wor ks purchased CUCI directly, would CUCl be the
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beneficiary of American Water Works' ability to

attract capital or to attract capital at favorable

rates?
A I woul d assune so.
Q Now I'd like to ask a couple questions

about the Asset and Stock Purchase Agreenent, and I
don't think that anything that I would ask is of a
confidential nature, and if you believe so, let ne
know, but if you turn to - this is attached to your
direct testinmony - to page 41 or Section 5.9, 1'd

like to ask you a coupl e questions about this

agreenent .
A I have it.
Q Are you famliar with these provisions,

M. doriod?

A I have read them

Q The CUCI uni on enpl oyees, what will
happen to t hem after the acquisition?

A Since this is an asset purchase
agreenent and since we intend to retain as
enpl oyees a significant nunber of those currently

represented by the union, we will be, in a sense,
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sitting down to negotiate terns of the continuing
mar keti ng agreenent with that group

Q And so there are in existence collective
bar gai ni ng agreenments between CUCI and the various

uni ons that support CUCI's services and so forth?

A That's correct.

Q And it's currently the plans of TAWC to
honor those agreenents while they're still in
effect?

A W have taken the position that there

are some provisi ons of those agreenments that will
have to be changed to account for differences in
benefits and things of that nature.

Q In terns of any of the reduced positions
that have been discussed in this case, the 25
positions or so, are any of those positions
anticipated to be union enpl oyees?

A Yes.

Q Now | also see in this Section 5.91 t hat
| AWC and CUCI negotiated that there would be a
m ni mum | evel of hourly and sal ari ed enpl oyees kept

on after the acquisition. |Is that right?
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A That's correct.
Q And that nunber is 250.
A Yes.
And by virtue of -- well, let nme ask it

this way. Sone of the 25 positions that have been
indicated that will be reduced as a result of that
acqui sition, those are -- sone of those are hourly

and sal ari ed enpl oyees?

A Only a few, yes.
Q So even if you thought after the
acqui sition you could reduce -- let nme ask this

guestion. How many of the 25 positions that you
said are a few are hourly and sal ari ed enpl oyees?
A Subject to check, | think only three are
hourly enpl oyees who woul d be represented by the
bar gai ni ng agreenent.
Q And so do | understand this -- |I'm
sorry. Could you say that again?
A I think only three.
Q Three that are --
A That are hourly.
Q

Ckay. So even after the acquisition, if
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you t hought nore of them shoul d be elim nated,
those positions, you would be barred by vi rtue of
the provision here that requires you to keep at

| east 250 of those enpl oyees.

A Correct.

Q Let me ask you to turn to page 8 of your
direct testinmony, and the question on |line 12 asks
about the considerations which support the adoption
of the Savings Sharing Proposal, and as part of
your answer you suggest that the combi ned conpanies
will be able to nore effectively pursue acquisition
of and to manage and obtain snmall underfunded water
and wastewat er systens. Correct?

A Correct.

Q And then later, | believe it's in your
rebuttal or surrebuttal testinony, you tal k about
the five smaller utility systens that could be
assimlated by |AWC in the event the acquisition is
approved in this proceedi ng?

A Yes.

Q Those are the five smaller water utility

systens that | spoke with M. Townsl ey about
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yest er day?

A Yes.
Q Now, first of all, tell ne why it is
that 1 AWC s possible acquisition -- strike that.

Wul d | AWC be able to acquire these
smal l er water systens absent its acquisition of
cua ?

A VW would, and it would be nore a
difficult proposition. W' ve investigated the
acqui sition of these systens in the past. Due to
t he geographi c distance that our current operating
centers are away fromthese systens, our cost of
operations there would be higher than if we were
geographically closer, and so we have just not been
able to structure a transaction that is attractive
to buyer and seller.

Q And if the acquisition of CUC is
approved, because of the geographical proximty you
bel i eve there mi ght be a better chance of acquiring
these five smaller water utility systens?

A Yes, | do. | think our operating costs

woul d be nuch nore efficient if we are
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geographically closer to these systens, and the
opportunity woul d be better than otherw se.

Q Have you attenpted in the context of
this proceeding to quantify the savings, if you
will, that could be acquired by virtue of CUCI's
acquisition of these small water utility systens as
part of the overall |AW group?

A No, we have not.

Q I guess |I've heard this nentioned before

that TAWC is the |argest investor -owned water

utility in the State of Illinois. Correct?
A Correct.
Q And that CUCI is the third | argest?
A |"ve heard that in this hearing. |

don't knowif that's correct.

Q Ckay. And Consuners is the second
| ar gest ?
A I think that's correct.
Q In terns of geographical proximty as of

today, do you know whet her or not Consumers is
closer to these five smaller water systens than

| AWC?
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A No, | don't know that.

Q If | understand what you said just a few
m nutes ago, the fact that your acquisition of CUC
woul d put you cl oser geographically to these five
smal |l er water systens, would that give you an
advant age over Consuners if they are now further
away fromthese five smaller water systens, all
t hi ngs bei ng equal ?

A I don't know that. | don't know that it
woul d or woul d not.

Q Well, | guess | understood you to tell
me that geographical proximty made a difference in
terns of making this a nore econom ¢ acquisition,
the five smaller water utility systenms. Wuldn't
that hold true for Consumners?

A I would suspect that it would, but I
thi nk the geographic distance is relative. |If
you're cl ose enough to be able to service a new
territory, then the fact that soneone el se may be
closer may, in fact, not have anything to do with
who has a greater advantage on acquiring. \Wat I

said was where Illinois-Anerican is today a
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stand-al one without Gtizens Uilities, the
di stance that we would have to go to service those
smal ler utilities has an inpact on what kind of

arrangenent we could arrive at for possible

pur chase.
Q Ckay.
A Once we are conmbined with Gtizens

Uilities, the distance change is great enough that
we have a greater advantage of possibly naking a
transacti on conme about.
Q Ckay.
Let me ask you to turn to your rebuttal
testinmony, page 3, and | have sone just genera
questions about the SSP, which you have indicated

that you understand howit's intended to operate.

Correct?
A Ckay.
Q Am | correct in understanding that in

order to inplenent the SSP, there will first be
determ ned a cost of service study for the conbined
conpani es?

A Coul d you again refer me to where you
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are in ny rebuttal testinony?

Q Vell, | know that you discuss el ements
of the SSP at page 3, but | know that you al so
tal ked about the SSP in your direct testinony.
It's just a general question about how it works.

A Ckay.

Q Maybe a page reference wasn't necessary.
So, again, ny question is, in order to inplenent
the shared savings proposal, 1TANC will first

determ ne a cost of service for the conbi ned

conpani es.
A Yes.
Q And t he cost -of -service study that woul d

be perforned for the conbi ned conpani es woul d not
i ncl ude the acquisition adjustnent.

A I"mnot sure. I'mnot sure what you're
asking me. | nean we believe in our Savings
Sharing Proposal that the acquisition adjustnent
revenue requirenent is a portion of the cost of
servi ce.

Q I n the beginning of the process though

you do not include the acquisition adjustnment as
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part of what you determ ne to be the cost of
service for the conbi ned conpani es.
A You' re tal king about the steps we woul d

go through?

Q Yes.
A Ckay. | will accept that.
Q In this process, is there ever an

exam nation of a cost of service for each of the
conpani es on a stand-al one basis?

A VW will make -- well, in the context of
a future rate proceedi ng, what we have said that we
will do, we'll be able to identify the difference
between current cost of service and the cost of the
stand-alone utility. That is, in fact, how we
woul d go about denonstrating the savings that would
result fromthe transaction

Q Ckay. Let me just be sure I'm
under st andi ng you, M. doriod. | understand and
peopl e have represented that there will be a
cost -of -service study, just l|ike probably any other
rate case, on a conbi ned conpany basis. Correct?

A Ckay. Yes.
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Q And during, you know, sone period of
time you will be keeping track of records and so
forth to show that there are denonstrated savings.
I's that correct?

A Correct.

Q And then you need to, you know, prove up
those denonstrated savings. WII you al so
construct a cost -of-service study for CUCI, even
though it no I onger exists on a stand-al one basis,
and al so a cost -of -service study for 1 AN on a
stand- al one basi s?

A W have stated that we will maintain our
books and records in a way that our district
service areas will be separately identifiable as to
costs. To the extent that the forner Gtizens
Uility Conpany is a distinct rate area of
IIlinois- American, it would be identifiable. 1Is
that the question you' re asking ne?

Q Vell, | understand that you're going to
mai ntai n books and records, but will the end result
of the maintaining of these books and records be

the sane thing as what we all know as a traditional
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cost -of -service study for that CUCI service area?
I's that what you intend?

A That's ny intent, yes.

Q Let me ask you to turn to page 5 your
rebuttal testinony. You indicate that if the
savings plan, at lines 1 through 4, by the way, if
the savings plan or recovery of the acquisition
adjustmment is not approved, the Conpany woul d be
left in an inpaired financial condition. Correct?

A Correct.

Q Under the agreenent that 1AW has with
CUCl, if the Commission were to enter an order that
woul d not allow the Conpany to recover the
acqui sition adjustment, would the Conpany have the
option to back out of the transaction?

A You' re asking nme a | egal question that
really I would -- all | can say is we would have to
expl ore our options at that time based on the
provi sions of the purchase agreenent and based on
the preci se wordi ng of the Conmi ssion order at that
time. | can't forecast what we would do.

Q Vel |, okay, because in M. Showis
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exam nation of M. Hartnett, | recall that he asked
a question, you know, if the Comm ssion were to

i mpose | think a financial condition that was

di fferent than what was contenpl ated here, that

M. Hartnett as treasurer for Anmerican Water Wrks
couldn't support the acquisition. At least that's
what | thought he said. 1s that your
under st andi ng?

A M. Hartnett tal ked about specific
econom ¢ structure that was a part of his entire
analysis in arriving at an appropriate purchase
price. What | understood himto say was if the
Conmmi ssion woul d i ssue an order that would
materially inpact the econonm cs of the deal, that
it wouldn't be the sane -- that it would change the
anal ysi s that he had done

Q Right. That's what | understand too,
and so, again, | hope this is a fair question. |If,
hypot heti cal l y, the Comm ssion said, you know, we
basical ly approve the acquisition adjustnment and
the shared savi ngs plan; however, for these reasons

we believe there ought to be a rate freeze in the
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CUClI service territory for five years, in your
judgrment that would be a financial inpedinment.
Correct? O do you know?

A It would. | think it would.

Q And based on everything that you know
now and t he Conpany's position and Anerican Water

Works' position, that would negate the transaction

Correct?
A I can't go that far.
Q Ckay.
A I mean you' ve asked nme about some mddle

ground here that | haven't done any anal ysis on
EXAM NER SHOMI S: | guess ny question would

be, it's not whether the purchase would be

consummat ed, but whet her American Water Works would

have the ability to decide that it doesn't want to

go through with the asset purchase if the

Conmi ssion's ratenaking treatnent of the

acqui sition adjustnment and allocation of savings is

found to be unacceptable to AWW |'mjust trying

to get an answer as to whether AWV woul d be able

to, for want of a better term get out of the
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purchase if the ratemaking treatnment of the
acqui sition adjustnment and savings is found to be
unaccept abl e.

THE WTNESS: There are provisions in the
purchase agreenent that relate to events that m ght
occur that would allow parties to review the dea
as to whether it should or if they both desired it
to go forward. The hypothesis that has been
presented is one that m ght be subject to those
provisi ons in the agreenent. It might cause the
parties to change, change the agreenment or to do
away with it, but whether, in fact, that would
occur woul d be dependent on a |l egal analysis at the
time, conparing the exact order of the Conmi ssion
if you will, against the terns of the agreement and
reaching a decision. | can't sit here today and
forecast what would or would not occur or what the
| egal opportunities and rights are of the parties
based on a hypot hesi s.

EXAM NER SHOMI S: But just to ask an
alternative question, the asset purchase agreenent

does not provide that -- or does it? That the SSP



10

11

12

13

14

15

16

17

18

19

20

21

22

505

inits entirety has to be approved before AWV woul d
be obligated to consunmate the purchase?

THE WTNESS: No, there's no direct |anguage
like that in the agreenent.

EXAM NER SHOMI S: CGo ahead

MR, FI TZHENRY: Thank you

Q Could you turn to page 10 of your
rebuttal testinony? You indicate there in response
to the question that begins on line 7 that
regul atory | ag does not offer a reasonable
opportunity for shareholders to recover a
meani ngful portion of their investment to produce
savings in this case, and I want to ask a couple
guestions about that statenent, M. dd oriod.

If the acquisition is approved and | AWC
undertakes the steps it has described in this
proceedi ng, elimnating positions and doi ng those
kind of things, that fromthat point in tine to the
time of the next rate case, that would be
regul atory lag, and in that period of time
shar ehol ders of the Conpany woul d benefit directly.

Correct?
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A Correct.

Q And | understand your point is that that
period of time, whatever it is, would not be |ong
enough to all ow the Conpany to capture the
acquisition adjustment in its entirety. Correct?

A That's correct.

Q Now currently TAWMC is in a rate case,
00-0340. Right?

A Yes.

Q And you woul d expect the Comm ssion
order sonetime this spring?

A Yes.

Q And the Company's history has been to
file, since the early md 1980s, to file a rate
case every two or three years. Correct?

A Correct.

Q Is it expected that IAWC will not file
its next rate case until say 2002, 2003? |Is that
what's currently pl anned?

A No, no. We've recognized that there's
been a significant anpount of capital investment i n

the Citizens Uility that is not covered in current
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rates, which mght cause us to accelerate a rate
filing sooner than we woul d have under j ust
[11inois-Anmerican.

Q Ckay. You' ve nentioned that the CUC

rates are deficient. Correct?

A Yes.
Q And, first of all, how do you know that ?
A We know it by just exam ning the anount

of capital investnent that they have made since

their |ast case.

Q So it's your contention they're under -
ear ni ng?

A I would believe that they are, yes.

Q There's nothing to prevent, if the

acqui sition goes through, fromCUCl filing a rat e
filing the day after, correct, the day after the
acquisition is approved, as a stand-al one service
area? Well, let ne strike that question and ask
hopefully a better question

I think it has been in M. Stafford's
testimony and M. Ruckman's testinony that

traditionally the Conpany, IAWC, files for a rate
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increase or rate cases for all of its service areas
at the same tine.

A That's not true of the current case.

Q Wll, you filed a r ate case that covers
the Northern Division, Eastern Division, and
Sout hern Divi sion, correct?

A Correct, but there's not a rate increase
proposed for all tariffed districts within those
di vi si ons.

Q Ckay. Well, let me -- I'mtrying to
under stand what are your plans for CUCI and | AWC
Vis-a-vis a rate case if the acquisition is
appr oved?

A Ckay. | don't have a plan, but | have
an expectation that we would attenmpt to file for
rates in the former Citizens territory to bring the
rates up to be current with the I evel of capita
i nvestments since their prior case.

Q And woul d you plan also bringing in the
other 1AWC service territories and rate areas as
part of that filing?

A Well, we would examne them but it's
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not my expectation at this point that their rates
woul d be deficient.

Q Ckay. That's what I'mtrying to get to,
because it has been the Conpany's history every two
or three years for |IAWC to file a rate case. You
woul dn't think the day after the rate order cones
inin 00-0340 that your rates are deficient, would
you?

A No, | would not.

Q And so where I'mgetting to with al
this is that between the tine of the acquisition
and the time of the next rate case for | ANC, that
regul atory lag period, AWC will be the beneficiary
of the savings that may result -- the denonstrated

savings that may result and flow back to | AWC

Correct?
A That's correct.
Q Now | et me ask you to turn to page 3 of

your surrebuttal testinmony, and at lines 16 through
18 you say, "The only issue before the Comm ssion
is CUCl remaining as a stand-al one conpany versus

CUCI being acquired by Illinois-Anerican with the
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resultant benefits that have been descri bed."

Correct?
A Correct.
Q Am | correct in understanding that the

projected vast majority of savings under the SSP
will be realized in the CUCI service territory?

A That's correct.

Q In fact, there was a response to an I1WC
data request that indicated that the projected data
-- the projected denonstrated savings in the CUC
service area would be about 95.5 percent?

A | recall a data request that M. Ruckman
responded to that may have had those percentages in
it, yes.

Q And so then it's expected that 4.5
percent of the denonstrated savi ngs woul d fl ow back
to current | AWC service territories and areas.

A Yes.

MR, FI TZHENRY: Let me just check ny notes
here real quick.

(Brief pause in the proceedings.)

Thank you, sir. That's all the
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guestions | have.
THE W TNESS: You' re wel cone.
MR. CLENNON: | have sone questions. My |
proceed, Your Honor?
EXAM NER SHOMI S:  Yes.
CRCSS EXAM NATI ON

BY MR CLENNON:

Q Cood afternoon, M. doriod.
A CGood afternoon.
Q Do you have the Asset and Stock Purchase

Agreenment up there with you still?
A Yes, | do.

Q Wul d you turn to page 53?

A Page 537

Q Page 53, sir. I'msorry. Yes. Are you
t here?

A Yes.

Q And Article 6 is entitled Conditions

Precedent; Term nati on.
A Yes.
Q And paragraph 6.1.4, Required PUC and

O her Consents, states, and | will just read the
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first couple of lines, and I'm not asking your

opi nion, by the way, as an attorney, but whether or
not this says what it says. The PUC, and I'm
assuming that neans the Illinois Conmerce

Conmi ssion in this particul ar case?

A That's correct.

Q Shall have issued an order approving the
transacti on contenpl ated hereby, and such order
shall not contain any restrictions or conditions
other than those in effect on the date thereof or
requiring that the regulatory treatment with
respect to the business existence as of the date of
the agreenent applicable to the seller shall be
continued follow ng the transacti on contenpl at ed
hereby which woul d have a material adverse effect
or a material adverse effect on any other regul ated
busi ness of parent or Illinois-Anerican Water
Conpany in the state in which t he PUC has
jurisdiction, and it goes on to say the order shal
be final and unappeal able, and it does go on to say
a nunber of things. 1Is this the section that you

were thinking of when M. Fitzhenry was aski ng you
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those questions?

A This is one of the sections.

Q Sir, are you famliar wth Docket
01-0001 here at the Conmmission? It is a petition
for a certificate of public conveni ence and
necessity to provide water service to the areas and
near the Village of Bolingbrook, WIl and DuPage
County. It was filed by Gtizens Wilities
Conmpany.

A I don't know that I'mfamliar with the
specifics of that.

Q Sir, is it your understanding that this
service area, if the certificate is granted, woul d

be included in this asset transfer?

A Yes.

Q It will be included?

A Yes.

Q The custoners of -- the citizens of

Bol i ngbr ook and the other certificated areas have
never been part of Citizens. |Is that your
under st andi ng as wel | ?

A That is my understandi ng.
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Q And this area and the assets woul d be
covered by the SSP. |Is that true?

A Yes.

MR CLENNON: | think that's all the questions
| have, but if I could just check.

EXAM NER SHOMI S:  Ckay.

(Pause in the proceedings.)

MR, CLENNON:

Q Sir, could you turn to page 11 of your
direct testinmony? |'msorry; page 10.

A Yes.

Q At the bottom of page 10 and going on to

page 11 you tal k about various acquisitions,

i ncluding both the United Water Company of Illinois
as well as Northern Illinois Water Conpany.

A Yes.

Q Isn'"t it true that one of the first
things that Illinois-Anerican Water Company did to

the custoners of those two utility conpanies was to
raise their rates in a rate case?
A Yes.

MR, CLENNON:  That's all the questions | have.
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EXAM NER SHOMIS: | just had a couple
guestions. These are clarification questions in
response to sone answers you provided to
M. Fitzhenry.

EXAM NATI ON

BY EXAM NER SHOW S:

Q Assune for purposes of these questions
that the Commi ssion enters an order that approves
the acquisition and reaches concl usi ons re garding
the acquisition adjustnent and sharing of savings
that are acceptable to Anerican Water Wrks, and
believe in response to M. Fitzhenry's questions
you stated your belief that CUCl rates are
deficient and that there's an under -earning
situation with regard to that service territory.
It's nmy understandi ng, and you can correct ne if
I"mwong, that you gave sone indication that there

may be a rate case filed just for the CUCI service

territory. |Is that correct?
A That's correct.
Q And obviously it takes tinme to conpile

data necessary for the filing of a rate case, and
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I"mnot asking you to state an exact tine frane,
but could you tell me the approximate tine frame
after which the acquisition of assets is
consummated in which a rate case would be filed for
the CUCI service territory? And if you want to
gi ve an approxi mate range of years, that's fine
I"mjust trying to get sone indication of when
there may be a filing for the CUCI service
territory.

A Let me answer your question this way.
W woul d have to first determ ne the |evel of
revenue deficiency that existed there, taking into
account M. Fitzhenry's point that we would, in
fact, be taking advantage of savings due to reduced
enpl oyee positions and the other things that we' ve
outlined. W would have to determ ne the
shortfall, if you will, including those savings in
existing rate levels, to determ ne where we were
overal |, and that would dictate when we had to
file. 1t's possible, and I'mKkind of going out on
alinmb here, that later this year, lat e in 2001, we

may be presenting a request for rate relief for
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that division. | think that would be the earliest,
woul d be late this year, and then as | ate as say
sonetime in '02.

Q Ckay.

A But all of that woul d be subject really
to the final analysis of the order and scrutiny of
the current revenue deficiency given that
condi tion.

Q Wth regard to the existing service
territories of AWC, and M. Fitzhenry has pointed
out that there should be a rate order shortly
granting rate relief with regard to certain of
those service territories

A Correct.

Q And | believe he also pointed out that
traditionally there has been about a two to

three-year cycle for coming in for rate relief for

nost of those service territories. 1s that
correct?

A That's correct.

Q Do you expect that to continue? In

ot her words, that there would probably be a rate
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filing in another two or three years for the other
service territories, or do you envision nore

accel erated or nmore delayed filings for the other
service territories?

A Qur nost recent business plan would have
indicated the likelihood of a rate filing in that
time frame, but clearly there's no prescriptive
schedule that we're on. W really just have to
exam ne the additions to rate base that have
occurred, any changes in operating costs that are
material, and we really just have to | ook at do we
or don't we have a revenue deficiency.

Q Wuld it be fair then to state that for
the existing service territories, it's likely that
there would be a rate increase filing w thin about
two to three years, but t hat doesn't preclude an
anal ysis of earnings, and rate filings may be

del ayed beyond that tine?

A I guess | wouldn't use the word likely.
I would --
Q I think | used it because you used it

first, soif you want to take the word likely away,
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that's fine. I'mjust trying to get sone
understanding with regard to the other service
territories.

A It wouldn't be unreasonable for us to do
so given our past history, but I wouldn't -- and if
| used the termlikely before, then | apol ogi ze. |
can't sit here today and say it's likely that we
will be filing a rate case for the other operating
districts in that time frane.

Q I think I just had one other question
just a clarification question with regard to your
direct testinmony on page 7, lines 17 through 18.
You indicate that, at present, neither
[I'linois-American nor CUCI engages in a significant
| evel of such activity, and you're referring I
think there to non-utility activities

A That's correct.

Q Whul d you just briefly describe the
non-utility activities that are engaged in by
I1'linois-Anmerican and CUCl ?

A In Illinois-Arerican we do sone service

type billing for wastewater for sone of our
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muni ci pal -- nunicipalities in our service
districts. It's relatively minor. | 'msorry; I
can't really give an exanple on the nature of
activities that CUCI mght do in that regard, but,
again, it's of a mnor nature.

EXAM NER SHOMIT S: Ckay. Just a second. |
think that's it. Just a minute.

(Pause in the proceedings.)

Q Ckay. One last question. Turn to page
7 of your surrebuttal testinmony. In your answer to
the question on line 4 where you' re addressing
M. Corman's control prem um you categorize it as
an arbitrary definition in the first line. Wuld
you just el aborate on what you meant by an
arbitrary definition?

A I think in the context of this
proceedi ng, the idea of a separate neasure of
prem um or acquisition revenue requirenment |
consider as arbitrary. It's really | suppose ny
adjective. | know that the concept of a control
premiumis a legitimate termused in financial

circles, but in the context of this proceeding and
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in the context of our Savings Sharing Proposal,
consider it to be an arbitrary distinction

Q Vll, just so I'mclear, is anything
ot her than the acquisition adjustment -- strike
t hat .

In calculating the acquisition
adj ustment or prem um or whatever you want to
characterize it as, is it your position that
anyt hing other than the manner in which it has been
cal cul ated by | AWC arbitrary?

A No, and that's not what | intended. |
guess we have seen -- we have seen the inpact of
what we proposed. W' ve seen the inpact of what
Staff proposed, and the net result of that is
described in our Exhibit 3.6R how the savings cone
out. This nodified prem um proposal where if you
woul d essentially adopt the concept of the savings
sharing but apply it to a | ower base, as is
suggested by M. Gorman, that's what | was
responding to and nerely saying that if we | ook at
all three of those proposals, ours, Staff's, and

this alternative, the only one of those three which
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gets us to where we need to be is ours. | don't
nmean to be saying that there aren't some others out
there, but | haven't seen any in the evidence other
than ours.

Q So when you use the termarbitrary
there, if an alternative proposal by M. CGorman or
Staff, in your words, got you to where you wanted
to be, would that no | onger be arbitrary?

A W Dbelieve that we needed to recover the
amount of acquisition revenue requirenment in our
proposal to conply with 7-204. | guess when we
judge these other proposals in light of where we
think we need to be with regard to 7-204, | guess
arbitrariness here, |I'm probably making a
di stinction between | anguage and proposal s that
m ght sound legitimate in financial terns as
di stinguished fromlook at the result, |ook at
where we need to be in terns of maintaining
financial integrity of I llinois-American Water
Conpany, and so in that context we can di scuss al
manner of financial accounting theory and how we

m ght describe a premium and | guess |'msaying in
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the context of where we're trying to get to, that
di scussion -- maybe arbitrary is the wong word --

is sort of inmmaterial maybe is a better word.

Q Ckay.
A It doesn't get us where we need to be.
Q So basically you' re really tal ki ng about

his proposal not providing the results that ar e

required by I11inois-American.

A And what we believe are required by
7-204.

Q Ckay.

A That's the enphasis.

Q Ckay. Because | was just confused by
your use of the word arbitrary there.

A | apol ogi ze. | probably used the word
i ncorrectly.

Q No, that's fine.

EXAM NER SHOMI S: That's all | have

MR SPRINGER M. Exam ner, we wll have sone
brief redirect, and | would request a recess at
this tine.

EXAM NER SHOWII S: That's fine, and we're off
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the record.
(Wher eupon a recess was
t aken.)
EXAM NER SHOMI S: Back on the record for
redirect.
MR SPRINGER Yes, we have sone bri ef
redirect, M. Exam ner.
REDI RECT EXAM NATI ON
BY MR SPRI NGER
Q In response to questions, M. doriod, I
bel i eve you indicated that you felt there were
three hourly enployees included in the 25 enpl oyee

total that is to be elimnated.

A Correct.
Q Wul d you care to clarify that response?
A Yeah. The nunber of hourly enpl oyees is

larger than three. The three | was referring to
are three hourly enpl oyees who are represented by
the bargaining unit.
Q Ckay.
You al so made reference or were

guestioned, M. doriod, regarding a requirenent in
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the contract that offers be nmade to 250 enpl oyees.
Do you recall those questions?

A Correct.

Q Wul d you care to comment on that 250
enpl oyee requirenent ?

A I just wanted to clarify that that 250
requirement is applicable to all of the Citizens
properties. It's not an Illinois Iimt. |It's
appl i cabl e throughout, and that 250 nunber, since
it is applicable to the entire six states i nvol ved,
woul d not necessarily limt further reductions in
Citizens Uilities of Illinois.

Q So there could be further reductions
beyond the 25 currently anti ci pat ed.

A Possi bl e, yes.

Q You al so were questioned with regard to
whet her one of the first things done in connection
with the acquisitions by Illinois-Arerican of
Northern Illinois Water Conpany and United Water of
[I'linois was to raise rates. Wuld you care to
conment on your response to that question?

A I gave a quick yes, and | guess | just
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want to el aborate on that.

In the case of the former Northern
[Ilinois Water District, they would have -- under
their schedul e woul d have been in for rates
probably a year earlier than that district is
i ncluded currently, and so there was a coi nci dent al
time frame, if you will, that brought about their
inclusion in our current rates.

The United Water District in Lincolnis
not in our current case. W have not increased nor
propose to increase rates for that district in our
current case.

MR. SPRINGER Thank you. That's all the
guestions | have.

MR, FI TZHENRY: Just a couple of follow-up.

RECROSS EXAM NATI ON

BY MR FI TZHENRY

Q In the CUCI service area, how nmany
enpl oyees are sal ari ed enpl oyees?

A Currently?

Q Currently.

A | don't know.
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Q And t he sanme question as to how many are
hourly enpl oyees.
A I"msorry. | don't know.

MR, FITZHENRY: Al right. Thank you. That's

EXAM NER SHOMI S:  You may step down,
M. doriod
THE WTNESS: Thank you
(Wtness excused.)
EXAM NER SHOMIT S: Wy don't we at |east get
M. Stafford on to identify his testinony, and then
we' ||l break for about ten minutes or so.
MR SPRINGER That's fine. Qur next w tness
is M. Stafford.
RONALD D. STAFFORD
called as a witness on behalf of Joint Applicants,
havi ng been first duly sworn, was exam ned and
testified as foll ows:
DI RECT EXAM NATI ON
BY MR SPRI NGER
Q Pl ease state your nanme and busi ness

addr ess.
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THE W TNESS:
A Ronald D. Stafford, 300 North Water
Wrks Drive, Belleville, Illinois 62223.

Q And, M. Stafford, by whom are you

enpl oyed?

A I1linois-American Water Conpany.

Q And what's your position with that
Conmpany?

A Director of Rates and Revenue.

Q Have you prepared testinmony and exhibits

for purposes of this proceeding, M. Stafford?

A Yes, | have.

Q I show you what's been marked for
identification as Exhibit 3.0. 1Is that direct
testinmony which you prepared for purposes of this
case?

A Yes, it is.

Q And in the course of that testinony do
you sponsor Exhibits 3.1, 3.2, 3.3, 3.4, and 3.5?

A Yes, | do.

Q | al so show you what's been marked as

| AWC Exhibit 3.0R and ask if that is rebuttal
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testinmony that you' ve prepared for purposes of this
case?

A Yes, it is.

Q And in the course of that testinony do
you sponsor Exhibit 3.1R 3.5R and 3.6R?

A That's correct.

Q And did you al so prepare surrebuttal
testimony marked as Exhibit 3.0SR?

A Yes, | did.

Q And are the testinonies and exhibits
that you prepared true and correct to the best of
your know edge?

A Yes, they are.

MR SPRINGER At this tine, M. Examner, |'d
ask for admission of M. Stafford' s direct
testinmony, | AWC Exhibit 3.0, the exhibits sponsored
in that testinony, 3.1 through 3.5 inclusive,

M. Stafford's rebuttal testinmony, 3.0R the

exhi bits sponsored in that testinony, 3.1R 3.5R
and 3.6R, and M. Stafford's surrebuttal testinony,
3. 0SR.

EXAM NER SHOMIS: Are there any objections?
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Those exhibits are adnmtted into evi dence.
(Wher eupon | AWC Exhibits

3.0, 3.1, 3.2, 3.3, 3.4,

3.5, 3.0R, 3.1R 3.5R 3.6R

and 3. 0SR were received into

evi dence.)
MR. SPRINGER  Thank you.
M. Stafford is available for
Cross-examni nation.
M5. VON QUALEN:  May 17?
EXAM NER SHOMI S:  You may.
CRCSS EXAM NATI ON

BY M5. VON QUALEN:

Q Good afternoon, M. Stafford.
A CGood afternoon.
Q Is it correct, M. Stafford, that you

bel i eve that managenment can be viewed as a
representative of sharehol ders and custoners?

A Yes, | believe that to be correct.

Q You do agree, do you not, that the
custoners of Illinois-Anerican do not participate

in the selection of Illinois Anerican's directors
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and officers?

A That's correct. | agree with that.
Q You responded to Staff Data Request TQS
1.10 by indicating that Illinois-Anerican will be

purchasing Citizens' entire water and wastewater
systens. Does that reflect your position?

A [11inois-Arerican woul d be acquiring
Ctizens Uilities Conmpany of Illinois' entire
wat er and wastewater systens.

Q Thank you

Do you agree that G tizens' water and

wast ewat er systens in Illinois are conposed of many
i ndi vi dual conponent s?

A Coul d you clarify what you nean by the
word conponent s?

Q Sure; service lines and genera
structure of the water conpany.

A Well, there certainly are a nunber of
i ndi vidual service lines within the assets that we
will be acquiring if the acquisition is approved
| would agree with that.

Q Thank you
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And you woul d al so agree, would you not,
that on the day of the conpletion of the nmerger or
when the transaction is conpleted, no single
service line will be physically larger than it was
prior to the conpletion of the merger?

A I would clarify first by saying this is
an asset acquisition rather than a nerger. At the
time of closing of the asset acquisition, | would

agree with your comment.

Q You're famliar with the Comm ssion
order in Consuners Illinois Water Conpany Docket
88- 00457

A At the nonment | don't recall that
specific order. | may be -- | may have revi ewed

it, but at the noment | don't recall.

Q Are you aware whether or not the
Conmi ssion found in that order that Consuners
restored a failing utility to a healthy financi al
and operating condition?

A I recall an order referenced. | don't
recall the docket number where Citizens restored an

ailing utility to good financial health, yes.
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Q In this proceeding you are not
testifying that Citizens is a failing utility, are
you?

A No, | am not.

Q You are famliar with the Virginia
Cor porati on Conmi ssion deci sion involving Po River
Water and Sewer Conpany?

A Yes, | am

Q Are you aware that one of the reasons
the Conmi ssion found that the ratepayers woul d
benefit was because the new owner brings financial
stability that its predecessors |acked?

A Do you have a specific reference in that
order to the | anguage you' re referring to? | have

a copy in front of ne.

Q ["msorry; | do not.
A I haven't | ocated that specific
| anguage. |If it is in the order, then | would

agree with your comrents, subject to check.
Q Thank you.
You' re not testifying that Gtizens

currently lacks financial stability, are you?
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A I don't recall testifying specifically
as to whether or not Ctizens |acks financia
stability currently. | don't know whether they do
or do not.

Q To your know edge, has Citizens under
its current ownership been unable to pay its bills
when due?

A Not to nmy know edge

Q Am | correct that you are of the opinion
that as long as Illinois-Amrerican and the
Conmmi ssion act in accordance with the Public
Uilities Act, the interests of sharehol ders will
not conflict with the interests of custoners?

A Do you have a specific reference to
testinmony or data requests you're referring to?

Q Yes. If you would | ook at your data
request answer to TQS 1.32

(Brief pause in the proceedings.)

A That's correct.

Q You woul d agree that sharehol ders have
an interest in larger rather than smaller profits?

A I would not necessarily agree with that
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statement the way you phrased it. | would say that
sharehol ders are entitl ed to a reasonable return on
their investnent that they put in facilities on
behal f of custoners.
Q Do you di sagree that sharehol ders have
an interest in larger rather than smaller profits?
A As | believe M. Kelleher testified
yesterday, the Conpany's intention is to bal ance
the interest of sharehol ders and custoners, and he
referenced at |east a couple exanples of that
wi thin the AWV Annual Report. To the extent that
custoner service is provided, sharehol ders want to
earn a reasonable return on their investnent. |
guess that would be ny answer.

MS. VON QUALEN: 1'd ask that his answer be
stricken as nonresponsive to ny question

MR. SPRINGER | believe the question was
whether M. Stafford di sagreed with the concept
that sharehol ders wish to earn larger profits, and
I think his answer was trying to respond to the
guestion asked.

M5. VON QUALEN: He may have been trying to
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respond to the question, but | don't believe he
did. | understood himto refer to other
testinoni es speaki ng about this particul ar
transaction. M/ question actually sinply asked if
sharehol ders -- if he disagreed that sharehol ders
have an interest in larger rather than smaller
profits. |If he doesn't have an opinion, he
certainly could state that.

EXAM NER SHOMIS: | think M. Stafford was
answering the question fromthe perspective of | AW
and al so AWV but -- well, | guess AWVis
sharehol der of TAWC. Is that correct?

THE WTNESS: Correct.

EXAM NER SHOMIS: Well, let me cut through
this. As a sharehol der, would AWV rat her see | AWC
operations result in as high a profit as possible,
while also taking into account the -- well, let's
leave it at that.

THE WTNESS: Okay. | believe that as |long as
the proper bal ance is retai ned between sharehol ders
and customers, then | would generally agree that,

you know, the sharehol ders of AWV woul d prefer to
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see Illinois-Amrerican have a greater profit and
provi de service to its custoners.

Q Thank you.

A But AWV al so recogni zes t hat
[I'linois-American is a regulated utility and, as
such, has regulated rates and is treated as a
nmonopol y under 111linois regulation.

Q Thank you.

EXAM NER SHOMIT S: Were are you in terns of
your cross of M. Stafford?

M5. VON QUALEN: ['mjust getting started.

EXAM NER SHOMITS: Ckay. Then | think we'll
break, unless you have sonmething -- if you have
anything on this line --

MS. VON QUALEN. Yes, | have one nore
guesti on.

EXAM NER SHOMIS: Follow up this line, and
then we' || break.

MB. VON QUALEN:

Q Wul d you al so agree that custoners have
an interest in |lower rather than higher rates?

A I would not necessarily agree with that
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statenment only because custoners want to receive
gquality water service, and they want to receive
that service at a reasonable price. | know of
exanpl es of custoners that woul d pay al most any
price to get quality water, so | woul dn't
necessarily agree with that stat ement to be true
| believe the primary interest of custoners is
guality water service.

Q And if quality service remained the
same, would you agree that custoners have an
interest in lower rather than higher rates?

A As a general proposition, | would agree
that custonmers would prefer to pay less for the
same quality of water service.

M5. VON QUALEN: Thank you, M. Stafford.

EXAM NER SHOMI S: We'l| take a break. We'l|
come back at 2:00.

(Wher eupon | unch recess was

taken until 2:00 P.M)
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AFTERNOON SESSI ON
(Wher eupon the proceedi ngs were
herei nafter stenographically

reported by Carla Boehl.)

EXAM NER SHOWMI S: Back on the record.

CONTI NUED CRCSS EXAM NATI ON

BY M5. VON QUALEN:

Q

M. Stafford, are you famliar with the

types of docunents that are typically used as evi dence

in a payro
A
Q
used?
A
yes.
Q
A
Q
A
Q

| audit?
To sone extent, yes.

Whul d you agree that W2s are typically

| would agree that Ws coul d be used,

Payrol | | edgers?
Yes.

Payrol | taxes?
Yes.

O her | edgers item zi ng wages, enpl oyee

i nsurance expense, and pensi on expense records?

A

Yes.
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Q Referring to page 2 of your surrebutta
testinmony, lines 19 through 21.

A. | have that.

Q You refer there to detailed information
that woul d be mai ntai ned by the Conpany to document
the anmount of savings, is that correct?

A.  Yes.

Q Hypothetically, if an enployee is laid
off in 2001 and the Company brings a rate case using
2010 test year data, in order to denonstrate savings
as part of the evidence to be verified for inclusion
in the 2010 test year data would the Conpany have a W2
prepared in and for 2010 for that previously laid-off
enpl oyee?

A. Not for the year 2010, no.

Q In the Conpany | edger supporting the 2010
rate case test year, will there be entries for 2010
wages, taxes, insurance, and pension expense rel ated
to the enpl oyee who was laid off in 20017

A. Could I have that read back, please?

Q Wuld you like me to repeat it or --

A.  That woul d be fine.
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Q Referring to Conpany | edgers supporting
the 2010 rate case test year, will there be entries
for 2010 wages, taxes, insurance, and pension expense
related to the enpl oyee who was laid off in 2001?

A.  The Company woul d maintain | edgers that
woul d identify the savings associated with the
| ai d-of f enpl oyee in 2010, and it would provide that
type of information. The type of information
mai ntai ned in that Company | edger, however, would be
related to the savings within itself.

Q Okay. But would it be correct that there
woul d not actually be entries for 2010 wages?

A.  There would be no actual wages in 2010
related to that laid-off position because that
| aid-of f position creates savings and those savings
woul d be what woul d be docunented in 2010

Q In what Uniform System of Account are
savi ngs recorded?

A.  Savings can be recorded in technically
any Uniform System of Account where costs woul d be
recorded. Wiat it would be reflective of would be

|l ower | evel costs as a result of the savings than
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woul d ot herwi se be recorded

Q But isn't it correct that there would be
no journal entry that identified the savings?

A. | amnot sure if | under stand the
question correctly. | will see if this is responsive
to your question. We will maintain journal entries
we will use as part of our docunentation to support
savings, journal entries recorded by Gtizens
docunenting specific events, specific costs that would
be recorded. To that extent there will be journa
entries used as docunentation to hel p support savings
events.

Q Isn't it true that the journal entries
you are referring to will actually identify costs?

A. The journal entries | amreferring to
will be identifying costs that will in part or in
whol e have been elinmnated as a direct result of the
acqui sition.

Q Is your testinony that there will be
journal entries identifying costs that have been
elimnated in their entirety?

A. That could be true in some cases.
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Q Turning to page 5 of your surrebuttal,
lines 22 through 23, you refer to the Conmi ssion
routinely evaluating utility information that dates
back to the 1800s and you specifically refer to
utility plant records, is that correct?

A. That's correct.

Q Are these utility plant records
mai ntai ned in the Conpany's accounting system kept in
accordance with the Uni form System of Accounts?

A.  Yes, they are.

Q Turning back to page 3 of your
surrebuttal testinony, line 3, you state that the
Conpany will be in a position to continually assess
new t echnol ogy avail abl e which could have affected the
savi ngs events even absent the acquisition?

A. That's correct.

Q What is the specific process that the
Conpany will use to continually assess new t echnol ogy?

A Well, further down in ny testinony on
that sanme page | explain essentially how that process
will be done. At line 10, lines 9 through 12, | say,

"Changes in how simlar, if not absolutely identical,
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functions are perfornmed by | AWC and other affiliates
within the Anerican systemw || provide a very
reliable indication of how the changes and technol ogy
are inpacting these functions."

And al so at another |ocation, a little
bit prior up on that sane page starting at |line 5,
say, "To properly neasure the effect of technol ogica
i nprovenents and ot her exogenous factors on
denmonstrated savings, the Conpany will not only
mai ntain a record of the functions perfornmed
previously by the elimnated position but also
maintain a record of how simlar functions are being
performed by the post -acquisition conpany."

So, essentially, | amsaying there that
we will maintain a record of the process that was
elimnated, the function, and nmeasure it against
simlar functions performed either directly by
Il1linois-Amrerican or other conpanies within the
Amrerican system And through that identification of
that process we can assess whether that process woul d
be inmpacted over tinme through technol ogica

i nprovenents or other exogenous factors.
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Q Do you know who is going to be perform ng
that function?

A. | don't know specifically who will be
perform ng that function. | expect that initially I
woul d be perform ng that function

Q Do you know what |evel of managenment will
have final review of the assessnent?

A.  Wen you use the term"assessnent," are
you referring to sonething specifically?

Q To continually assess new t echnol ogy?

A. | bel ieve that woul d be done by,
essentially, senior managenent at IIllinois-American.
It could depend on the nature of the function, the
savings event that we are | ooking at, and who within
[1'linois-Arerican woul d have the greatest expertise in
measuri ng whet her technol ogi cal inprovenments woul d
impact that. Certainly, the financial group within
t he Conpany woul d be invol ved because the financia
group gets involved in nmeasuring cost versus benefit
anal ysis of technol ogi cal inprovements, along with
other experts within the Conpany.

Q Thank you. Further down on page 3, |ines
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22 to 23 and | think continuing on to page 4.

A.  Yes, | have that.

Q AmIl correct in ny understanding that as
part of the continual assessnent, if new regul ations
woul d require additional testing, the Conpany woul d
make a determ nati on whet her a new position would have
been needed by the former CUCI systenf?

A Yes, that's what ny testinony states.
The Conpany's objective here is to neasure actual
savings resulting directly fromthe acquisition. And
i f making that assessment would result in additiona
savings in the year 2010 and the year 2020 as a
result, that could be tied directly to the
acquisition, then it could result in additiona
savi ngs.

Q So a determ nation regardi ng whet her or
not CUCI, an entity that had not existed as a
stand-al one conpany for, say, 15 years, in 2015 woul d
be made to determne if they needed a new position?

A.  Yes.

Q And then the Conpany would re -eval uate

the eff ect of that change for savings denpnstration
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pur poses?

A. Correct.

Q Is it correct that Illinois-Anerican
Wat er Conpany will not prepare annual forecasts of
operating costs of CUCI on a stand-al one basis?

A. 1llinois-Amrerican would not prepare
annual forecasts of all costs for CUCI on a
stand-al one basis. To the extent that certain costs
need to be captured on a stand-al one basis to support
the Conpany's denonstration of savings, then those
costs woul d be neasured and forecasted as needed.

Q Is it the Conpany's intent to keep two
sets of books, one reflecting actual costs, another
reflecting assumed CUCI stand-al one costs?

A No.

Q Wuld you agree that nonitoring savings,
i ncludi ng the continual assessment of how changes will
af fect savings, will be a conplicated matter?

A. | have thought about that quite a bit in
devel oping ny testinony, and | don't agree that it
will be a conplicated matter. In fact, considering

the number of savings events that the Conpany will be
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capturing, | think it's in many ways an easier process
than many, many of the functions the Conpany currently
per f or ns.

For exanple, the Company is involved in
processi ng thousands upon thousands of invoices,
witing thousands of checks, dealing wth hundreds
upon hundreds of enployees -- we currently have over
300 enpl oyees -- and we are talking here in nonitoring
savings of a nunber of saving events that | am
anticipating will be 50 or less. And so I think
overall the process will be nuch easier than many of
the other functions that we routinely perform and
provide in service to our custoners.

Q But the potential for error does exist,
does it not?

A. Yes, | would say the potential for error
does exist, as it does in neasuring other costs of
service when setting rates in a rate proceeding.

Q You are famliar with Docket Nunber

99-0418 which was the Illinois-American Water Conpany
merger with Northern Illinois Water Co npany?
A Yes, | am
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Q And you are famliar with the order that

was entered in that docket?

A Yes, | am

Q

You are also famliar with the 99 -0457

I1linois-Amrerican Water Conpany nerger with United

Wat er Conpany?

A

Q
docket ?

A

Q

Yes, | am

And with the order entered in that

Yes.

You are aware that

Illinois-Anerican

Wat er Conpany was di sall owed recovery of certain costs

in each of those orders?

A

understand that |llinois-Arerican was

di sal | owed recovery of what was deened to be

transaction costs i n each of those orders,

understand that the Northern IIlinois Water

currently under appeal in that regard.

Q And you are also famliar with the
I'l'linois-Amrerican Water

May 10 of 20007

A

amfamliar with the rate case.

and al so |

Order is

rate case that was filed on

As |



10

11

12

13

14

15

16

17

18

19

20

21

22

550

recall, the filing date was a little bit earlier than
that but, yes, | renenber.
Q | could be incorrect on that. Docket

Number 00- 01407

A Yes.

Q And you were famliar with the conmponents
of rate base that were proposed by the Conpany in the
rate case, is that correct?

A Yes, | am

Q Isn't it true that in Docket 00-0340

Il1linois-Amrerican Water Conpany included disal |l owed

costs associated with the nmerger of Illinois-Anerican
and Northern Illinois Water Conpany ?

A. In the Northern Illinois Water Order?

Q Yes.

A.  Yes.

Q And that the costs were renmpved pursuant
to Staff's adjust ment?

A. Correct.

M5. VON QUALEN: That's all the questions I
have.

EXAM NER SHOMIS: M. Fitzhenry.
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CRCSS EXAM NATI ON

BY MR FI TZHENRY:

Q Cood afternoon, M. Stafford.

A.  Cood afternoon

Q Let ne ask you to refer to Schedule 3.1
attached to your direct testinony.

A. | have that.

Q This schedule is titled "G tizens

Illinois Acquisition Savings," correct?

A.  Correct.

Q Are the savings that are depicted on this
schedul e intended to be the savings that will accrue
only to the CUCI service area?

A. No, they are intended to reflect
estimated savings that would result fromthe
acquisition inits entirety.

Q And | believe it was you that responded
to a data request where |1 W had asked you to estinmate
what percentage of the savings would you expect to be
attributable to the CUCI area and what percentage of

the savings would be attributable to the AW, the

current service territory, and is ny recollection
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correct that the breakdown was 95.5 percent to CUC
and 4.5 percent to | AWC?

A. Correct.

Q Now, if we go to your Schedule 3.5 and
under the first colum it's entitled "Synergy

Savi ngs," do you see that?
This is 3.5 of ny direct testinony?

I"msorry, your rebuttal

> o >

I have that schedul e.

Q In year one, this would be year one of
the acquisition, it shows that the anticipated Synergy
savings, or | guess denonstrated savings as it's also
been cal |l ed, woul d be approxi mately $3,747,587?

A.  Yes.

Q And the second year the again antici pated
denonstrated savings woul d be $4, 051,694 and so forth
correct?

A. Correct.

Agai n goi ng back to that percentage
breakdown that we tal ked about, it would be fair to
assune, again wthout actually the acquisition having

taken place and goi ng about any nore detail, that the
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savings back to IAWC in the first year would be 4.5

percent of the $3.7 nmillion?

A
Q
A

Q

Correct.
Roughl y $180, 000 or so?
| agree with that.

And we could | ook at year two and based

on the Conpany's pr oposal assume that 4.5 percent of

the year two savings would be the savings that woul d

be anticipated to fl ow back to | AWC?

A

Q

Yes.

Now, you talk a little bit about the

Shared Savings Plan in your testinonies, correct?

A

Q
A
Q

Correct.
Know a little bit about that?
Yes.

In your response to one of the Staff data

requests, MHE-030 you make a statenent there that |

woul d li ke to ask you a question about.

A

Q

| have that.

| don't have it right here but | renmenber

in my notes you indicate that the determ nation of an

actual ampunt of denonstrated savings in years outside
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the test year would only be perforned in order to
financially neasure the change in such savings
properly allocable to ratepayers. That's in the first
part of that data request answer.

A, Yes, | see that.

Q In your answer there are you intending to
state that the Conpany will sort of maintain and
calcul ate t he denonstrated savings in the years
outside of a test year, | guess in between rate cases,
in order to sort of, | guess, track the savings that
are accruing over time?

A. Could | have that question read back?

Q Wwell, | guess | amtrying to ask you
what did you nean by that statenent about that?

A | was trying to respond to Staff's
inquiry. And what | was essentially saying there was
to actually go beyond the denobnstration itself and
assign savings by rate area. It would not necessarily
be sonething that we woul d need to do unless we were
going in for a rate proceeding or for sone other
reason need to financially measure the inpact of

savings by rate area and how t hose savi ngs woul d be
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allocated to rate areas. It is ny intent to
continuously, even in between rate cases, maintain a
record of savings. But then to begin the next step of
allocating that, I wouldn't anticipate we woul d be
doing that unless we were going in for a rate
proceeding or, as | say, neasuring it for other
reasons.

Q But you do anticipate tracking these
savi ngs on an ongoi hg basi s?

A.  Yes.

Q Now, sonewhere in your testinony there is
a representation that the Conpany will put forth a
report every five years?

A. | don't recall that testimony. | know
there is a reference to within five years we need to
cone before the Conm ssion with a denonstration

Q Wwell, what will you bring to the
Conmi ssion at that point in time?

A. Well, the original petition testinony
di scusses within five years providing information to
the Conmmission for a review of savings. It's

antici pated by the Conpany that will be done in the
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context of the general rate proceeding, although it
coul d be done for another reason.

For exanple, if we had -- didn't have a
rate proceeding within that five-year period for sone
unf oreseen reason -- we are conmitting to conme to the
Conmission within five years -- at that tinme we would
provi de evidence of this savings and provide the
substantiation that we believe is appropriate to
denonstrate that those savings exist, that they are
the result of the acquisition.

Q And assuming, just for the sake of
di scussion, that the Conpany files a rate case in two
years, is it the Conpany's intention to five years
thereafter again nmake the -- prepare the sort of
report that you have just outlined to the Comm ssion
and do that on an ongoing five-year basis throughout
the 40-year anortization period?

A No.

Q That was a one shot deal ?

A. Correct. W are committing to provide
that denonstration no later than within five years

after the date of this order.
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Q But that's one tinme. And then you
would -- if a rate case would occur beforehand, you
are not going to go ahead and provide that informati on
five years after the acquisition?

A No.

Q Now, again going back to your response to
IMHE- 030, you describe in there the sort of method by
whi ch the savings will be quantified. Do |I understand
your answer there that the Conpany intends to sort of
quantify the savings in a way that it would structure
the test year cost for expense?

A. Could you repeat that, please?

Q You describe in the answer to the data
request how you are going to go about quantifying the
denmonstrated savings. | think you refer in the answer
to maybe the sane way t he Conpany woul d construct a
test year cost or a test year expense. Do | read that
correctly?

A.  Yes.

Q | would like you to refer to the data
request |1 WC proposed to you. It's 2-2. It mght

have been part of the third set of data requests.
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A. | believe | have that one.

Q The Data Request 2-2 starts with -- at
page 7 M. Stafford' s testinony?

A. That's the one | have, yes.

Q And the data request inquired of the
met hodol ogy t he Conpany was going to enploy to
establ i sh denonstrated savings in future rate
proceedi ngs. And in your response, | wll just read
this to you, it says, "In the Conmpany's proposed SSP
acqui sition savings as trended in future rate
proceedings will be determned in future rate
proceedi ngs by conparing the then test year
operational costs to the costs that woul d have exi sted
had the Conpany renained a stand-alone utility.” And
then there is a further description about how the
stand-al one costs would be determined. Did 1l fairly
characterize that portion of your answer?

A.  Yes.

Q When you speak of costs that woul d have
exi sted had the Conpany -- and | guess we are tal king
about CUCI -- remmined as a stand-alone utility, would

that include the costs associated with cost of service
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for that utility?

A.  Yes.

Q Then | would like you to refer to Staff
Data Request 3.17. There was no prefix to the Staff
data request. It was one of the ones that were issued
some tine ago. Do you have that?

A. | have that, yes.

Q Now, here the data request asks foll ow ng
the acquisition how w Il the Conpany determne the
costs of operating Gtizens, whether for the purpose
of a rate case or reporting to the financial commnity
on a stand-al one basis. And then you answer in part,
"The Conpany will not determne the full cost of
operating Gtizens on a stand-al one basis after the
acquisition but will determ ne specific savings events
related to the consolidation for purposes of neasuring
acquisition rel ated savings," right?

A. That's correct.

Q AmIl wong to interpret your answer to
Staff's Data Request 3.17 to nean that the Conpany
will not prepare a cost of service study for CUCI on a

stand-al one basis as part of the process in
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det erm ni ng whether or not there are denonstrated
savi ngs?

A. Could I have that read back, please?

(Wher eupon the requested portion
was then read back by the
Reporter.)

A. You are correct. W will not prepare a
cost of service study for the entire Gtizens
stand-al one conpany, if that is the question

Q Wwell, okay. | amjust trying to
under stand what you intend to do in trying to
reconcile what | think was an answer given to ne by
M. Goriod and your answer to |IIWC Data Request 2-2
and now Staff Data Request 3.17. Because | was under
the inpression that as part of the SSP you woul d
prepare, and | just said, a cost of service study for
CUCI on a stand-al one basis and use that as a neasure
in determ ning whether or not there was denpnstrated
savings. And your answer to Staff's data request
seens to suggest to me that it won't be a full -bl own
cost of service study. Am| reading that correctly?

A. That's right.
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Q What kind of cost of service study do you

intend to prepare for CUCI on a stand-al one basis?

A. It would make the termn nol ogy
stand-al one. Wen we are discussing stand-al one, | am
referring to stand-al one pre-acquisition. | believe

M. Goriod was referring to the CUCI rate area as
opposed to the proposed acquisition. W would have a
cost of service study for the Citizens' rate areas, if
they are in for a rate case. And to that extent those
rate areas will be identified separately from ot her
rate areas or service areas.

So if the reference to stand-al one deal s
with post-acquisition rate of service areas, then,
yes, we would prepare a cost of service study. |If you
are referring to a stand-al one on a pre-acquisition
basis, no, we would not prepare a full cost of service
study for the entire CGtizens' cost of service on a
stand-al one pre-acquisition basis.

Q Let ne see if | understand your answer,
okay. Assuming the acquisition takes place, assune
within the year a rate case was filed on behal f of

CUClI, and in conjunction with that rate case there
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will be a cost of service study for CUCI. Are you
with nme?

A.  Yes.

Q And there is the SSPis in place and some
anount of savings go to ratepayers and sone amount of
savi ngs go to pay off the acquisition premum Three
years |ater another rate case is filed, okay. Wat
kind of -- you will have a cost of service study for
CUCI and |1 AWC on a conbi ned basis at that point,
correct?

A W will if those particular rate areas
are in for arate increase at that time, yes. W wll
be measuring cost of service. W are using the term
cost of service study. There could be cases where the
Conpany doesn't automatically file a cost of service
study, but we woul d be neasuring cost of service for
each individual rate area that would be in for a rate
case at that tine.

Q Al right. Well, let's assune that it's
a rate case three years afterwards that's not on a
conbi ned basis, so it's a new CUCl rate case and you

have a cost of service study for that rate case. At
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that point how would you then | ook to determ ne
whet her or not there were denonstrated savi ngs
vis-a-vis, | guess, that cost of service study?

A. Well, the denonstrated savi ngs woul d
result fromidentifying each savings event resulting
fromthe acquisition. |In nost cases those savings
events will be captured after integration of the two
conmpani es. Sonme ot her savings events such as capita
expendi ture savings, material cost savings to capital
expenditures will continue to evolve and grow
exponentially. W would be identifying the foregone
costs within the cost of service and that's what we
woul d be neasuring. And that woul d be neasured
through identifying each individual savings event and
measuring the savings that are in, say, year three in
your exanpl e.

Q Let ne followup on that. Again in this
hypot hetical, within the year you file a newrate
case, you have a new cost of service study. Three
years later, that's where we are at, okay, and you are
going to file a cost of service study for CUCI. All

along you will have in a separate bucket these
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denmonstrated savings you will be tracking, these
savings events that you call them and that will be a
nunber. So you file your rate case and you have got
your cost of service study and then you are going to
assune that the reason why your cost of service study
is where it's at is in part because you have been able
to accunul ate these savings over here in this bucket,
right?

A.  Correct.

Q Now, in order to prove that the cost of
service study is filed and is as lowas it is because
of this bucket of savings, you have to have or do you
intend to have a sort of a hypothetical cost of
service study so that you can say if we hadn't had the
acqui sition and our cost of service study woul d have
been X plus, by taking away the denonstrated savings
now we are back down to the cost of service study as
filed. So you have to have sort of this hypothetica
cost of service study, do you not?

A. | don't believe you woul d, no.

Q You don't intend to do that?

A. Not as | understand it from your
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question, no. If | understand correctly, you are
referring to measuring the entire Citizens on a
stand-al one basis pre-acquisition, every cost, every
cost of service conponent. That's ny understandi ng of
your inquiry.

Q I really want to understand what you pl an
to do. M questions aside, as inarticulate as they
may be, | amjust trying to understand what you are
going to do at the point of time you file a cost of
service study. Al along you have got this bucket of
demonstrated savings. My point is that this cost of
service is as low as it is because you have been able
to accunul ate these savings. W are together right
t here?

A. Correct.

Q And now you have got to prove that those
denmonstrated savings did in fact put the cost of
service study where it is when you filed it, right?

A. Correct.

Q And how are you going to do that?

A Well, | believe | have explained that in

my testinony. We would identify each savings event,
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and | amgoing to refer back to page 2 of ny
surrebuttal. Wat | have indicated in surrebutta
testinmony is that -- and this is prem sed on
identifying and tracking each individual savings event
that woul d occur. And by savings event | amreferring
to, for exanple, each individual position that's
elimnated. And that's an exanple of a savings event.

| have said detailed information will be
mai nt ai ned for the specific savings event associ ated
with, in this case, the elimnation of a billing clerk
position. And | go on to explain that we will keep
detail ed informati on about what that position function
was, the fact that that position was elinmnated as a
direct result of the acquisition, and by
demonstrating, for exanple, that the elimnation of
that position was a direct result of the acquisition,
and then measuring that savings.

That will be substantially the nethod we
will use to showthat. | go on to explain that
further in testinony and can read that if we need to.

Q Let ne ask it one nore way. Then | wll

move on perhaps, okay. Staying with, again, with ny
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sort of vulgar description of your SSP and the second
rate case three years after the first case and you
have got this cost of service study filed and you have
got this bucket of denonstrated savings, your point
woul d be that if | prove and justify that denonstrated
bucket of savings, | will have in effect proven that
the cost of service study woul d have been ot herw se
hi gher by that sanme anount ?

A.  Yes, that's technically correct. |
woul dn't characterize it as a bucket of savings. W
woul d be identifying each individual savings event,
showi ng that the savings were a direct result of the
acqui sition, and showi ng that savings still exist,
say, in year three, and that in year three those sane
savings would still exist that there wouldn't have
been exogenous factors, for exanple, that woul d have
caused those savings to no |longer exist. By
denmonstrating that those savings still exist, they are
directly tied to the acquisition. That also is
i ndicative that, absent the acquisition, those savings
woul d not have been there, and as a result they would

be in the stand-al one cost of service.
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Q Do ne afavor. Go back to our II1WC Data
Request Number 2-2. Again, it was mne

A. | have that.

Q I will just sort of sunmarize again this
answer that we have been tal king about. Acquisition
savings will be determned in future rate proceedi ngs
by conparing the then test year operational costs to
the costs that woul d have existed had the Company
remai ned a stand-alone utility. So given your prior
answers then, when you tal k about operational costs,
the bul k of the denonstrated savings are intended to
be enpl oyee rel ated, enpl oyee reduction, correct?

A. That's one significant area, yes.

Q And so you will look at -- well, that
wi Il be the operating -- in ny question back to you
those are the costs that you woul d be | ooking at on a
stand-al one basis in order to arrive at your
determ nation that there have been denonstrated
savi ngs?

A Yes. Inthis answer | amreferring to
the operating costs necessary to nmeasure the costs

that have been elimnated and are being identified as
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a savi ngs event.

Q You are not tal king about all operationa
costs that make up or are part of the cost of service
study. You are tal king about the operational costs
that are shown on your exhibit attached to your direct
testinmony, the 15, 16 categories of costs?

A. Essentially, yes. | amtalking about any
operating costs that would be necessary to evaluate to
det ermi ne whet her the savings events still exist and
whet her the savings are the direct result of the
acqui sition.

Q Now, | knowthat in the record we are
| ooking at 25 positions that will be reduced, but in
fact it was 30 positions that would be reduced but
five positions that were a result fromthe
acqui sition, correct?

A. Correct.

Q Does the Company plan to track the costs
and expenses associated with the increased costs
associated with the acquisition?

A.  Yes. Savings events can technically go

either direction. They could be positive or negative
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savings. In this case the five additional positions
woul d be tracked just like the elimnation of 30
positions and continually neasured for how those costs
go up over tine. They would then be netted agai nst
other |abor savings to derive at the end result, the
acqui sition savings.

Q So you do intend to track increased costs
associated with the acquisition?

A Yes, we intend to track increased costs
that are a result of the acquisition. |If we have what
I would termto be a negative Synergy, we would track
t hat .

Q So, | mean, you may not know right now
today that as a result of the acquisition you are
going to have a particular cost that's only because of
the acquisition, correct?

A. Correct.

Q And so does that mean that every cost --
you know | awyers like to deal in extremes -- every
cost that the Conpany incurs it's going to have to
| ook at and say, well, that's a cost because of the

merger only or, not the merger, the acquisition, or
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it's not a cost because of the acquisition, or that's
a savi ngs because of the acquisition, or it's a
savings irrespective of the acquisiti on? Are you
going to have to |l ook at every cost in that way?

A No, | don't believe it's necessary to
| ook at every cost that way. There will be actions
that will lead us to identify whether the cost is
related to the acquisition. For exanple, in nost
cases if we have additional costs that's a direct
result of the acquisition, that's what's identified at
the tine of the integration process. And, in fact,
items have already been identified by the integration
team and | have incorporated that into ny savings
anal ysi s here.

I don't autonmatically have a reason to
bel i eve that we woul d have costs goi ng up because of
the acquisition in and of itself, other than what |
have identified so far in the nodel that the
integration team have identified. And those typically
woul d occur at the time of the acquisition, as would
most of the cost savings.

Q For the fi ve positions that are the
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result of the acquisition, have you assuned the sane

| evel of wages and the sane |evel of enployee benefits
in your nodeling and in your exhibits that are
attached to your testinonies?

A.  Sane | evel as what?

Q I'msorry, as the positions that are
bei ng elim nated because of the acquisition?

A. No. The salaries that are in here for
those five positions are our best estimate at this
time as to what the actual salaries wll be for those
five positions when they were added after the
i ntegration.

Q | guess the better question would have
been, M. Stafford, where in your exhibits could I
find the expected acquisition cost increase by virtue
of these five positions?

A. Essentially, in ny workpapers there is
some wor kpapers that were provided in response to one
of the Il W data requests and one of the nore specific
papers that | provided in response to an MHE data
request that identifies those. But they are also

listed wit hin sone workpapers | provided in response
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to one of your data requests. In sumtotal there is a
listing of five positions being added, an estimated
increase in salary fromthat, and then adjustnents,
negati ve savings, were reflected for any |abor -rel ated
category such as group insurance, pensions.

Q oing back to your Exhibit 3.5 attached
to your rebuttal testinony, under Colum 1, the
Syner gy Savi ngs?

A.  Yes.

Q Is that net Synergy savings? Does that
take into account the five positions that are created
as a result of the acquisition?

A Yes, it does.

Q And there are workpapers that support
that, you said?

A.  Yes, the workpapers provided to |1 W were
on an el ectronic spreadsheet. | believe they were in
response to 3-1. They were provided in electronic
format.

Q And the Conpany woul d track these
acqui sition costs, the increased acquisition costs,

over the 40-year anortization period as well?
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A. | amnot sure what you nean by increased
acqui sition costs.

Q Well, the costs that occur only because
of the acquisition, not the savings, but costs like
the five positions that we have been tal ki ng about,
you will track those costs over four years, would you
not ?

A. That is correct.

Q And all other costs would occur only
because of the acquisition?

A. Correct, within reason. | nean, if there
is a cost deenmed inmaterial, or savings or a cost,
either one, and I amsaying that would be a thousand
dollars, we may not track that. | do have one cost in
here that's $10,000 in ny nodel. So within reason we
will do that.

Q Are you famliar with the -- we are going
to really nove to something different now Are you
famliar with the infrastructure maintenance charge in
t he rul emaki ng?

A.  Yes.

Q And you know the purpose and rationale
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behi nd the infrastructure mai ntenance charge?

A.  Yes.

Q Is it anticipated that the Shared Savi ngs
Pl an as proposed by the Conpany would involve in any
way or have any relationship to the infrastructure
mai nt enance charge if ever one was approved for |AWNC?

A. | don't believe it would, no. To the
extent that it would, certainly, then adjustments
woul d be made within the Synergy nodel. Right now I
cannot anticipate a reason why it woul d.

Q Talk alittle about the purported
savings, and | believe it is expected that there woul d
be sone savings in the area of regul atory expenses?

A. Correct.

Q Now, am |l correct in understanding that
today CUCI presently does not have any regul atory
staff? Well, at least regulatory staff dedicated
solely to the functions that have been performed by
thi s business discipline?

A. That's correct.

Q And that to the extent that CUCI needed

any kind of regulatory assistance, it had received
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that fromits parent conpany?

A Correct.
Q Exhibit 3.1.
A.  Yeah

Q Exhibit 3.1 where you outline the
acqui siti on savings under Colum 7, the Regul atory
Expense, is that the level of the regulatory expense
that was shown or reflected in CUCI's rates back in
19947

A No, it is not.

Q It's not?

A.  No, because | anticipated that not all
the regul atory expense would be elimnated. |
estimated that 20 percent of the annual anortization
| evel of regulatory expense woul d be needed by
Il1linois-Amrerican on a post-acquisition basis or in
other words that regul atory expense woul d actual ly
increase by a portion of the amount that CUCI agrees
t hey had.

Q That portion of the ratio, though, was
devel oped | ooki ng at the regul atory expense | evel out

board rates in the 1994 case?
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A. Correct.

Q Let ne ask you to turn to page 4 of your
rebuttal testinony. There on |li nes 16 and then onward
you address the question about the 12 percent
cor porate overhead charge on construction projects
that could be elimnated w thout the acquisition, or
M. Corman's contention that that woul d be the case.
Am | correct in understanding in your response to IIWC
Data Request 2-1(b) that your position is in part that
because of American Water Wirk's ownership, the
operational costs are retained at the parent conpany
| evel and not billed to operating subsidiaries?

A. Correct.

Q So if CUC had been just one of the 22 or
23 operating subsidiaries of Arerican Water Wirks, it
woul d have been the beneficiary of the AWV being able
to provide this service w thout any costs being
attributable to this service?

A. | believe a clarification is needed
before | fully answer that. Wen | amreferring to
American Water Wirks' operational costs, | am

referring to the parent conpany itself, Anmerican Water
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Wirks' parent. None of these operational costs go
down to the subsidiary.

Costs for American Water Works Service
Conpany do go down to the subsidiary to the extent
that they work directly on a capital project and they
charge direct tine to those projects. But they do not
through their billing systemautomatically charge in
this case, in the case of Citizens, 12 percent of
their costs, service company costs, to capita
projects and the other 88 percent to operating costs.

Ameri can Water Wirks Service Conpany
direct bills its tine out, time directly to projects.
The 12 percent is a porti on of the Stanford costs and
public service organi zation costs that go directly to
the capital projects, the other 88 percent to
operating costs. It's a different type of billing
system t han what American Water Wrks Servi ce Conpany
has. The end result is that a hundred percent of
those costs, service conmpany type costs, are billed
out. They are just billed out differently.

Q Thank you. Let ne ask you to turn to

page 5 of your rebuttal testinony, the question that
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starts on line 14 and the answer that begins on |line
18. There you respond to M. Gorman's claimthat the
savings attributable to lowering CUCI's comon equity
ratio and reducing its over all cost of capital should
not be attributable to the cost of acquisition. And
again in reviewing your answer, M. Stafford, it
appears that since 1984 that CUClI's conmon equity
rati o has been declining. Wuld that be a fair

st at ement ?

A.  Correct.

Q And that the common equity ratio of 65
percent in 1984 and 1985 was at a time of high
inflationary periods?

A. Yes, | would agree with that. | don't
know if that's the reason why the rati o was higher
but | agree with that commrent.

Q Do you have any know edge now as to what
CUCI common debt ratio would be if it were to file a
rate case today?

A If they were to file a rate case today,
the ratio, I know, would be -- the comon equity

ratio -- would be lower, and that's in large part due
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to the decision by Gtizens to go strictly into the
tel ecomuni cati ons area. They have purchased a nunber
of tel ecomunications properties, incurred a | ot of
additional debt, and to date I amnot aware of them
havi ng recei ved funds fromany of their proposed sal es
of water, wastewater, gas and electric property. So
the ratio woul d be higher when it is considered to be
representative of Gtizens on a |long term basis.

Q Let ne ask you to turn to your
surrebuttal testinony. There is sone light at the end
of this tunnel. You talk about the, going back to an
earlier subject, talk about tracking of the
demonstrated savings and the things that the Conpany
will do. And you indicate that the information that
will be accunulated will include a summary of the
specific functions perforned by the positions on a
pre-acquisition basis, is that right?

A. Correct.

Q | guess the question is, | mean, assunmng
the acquisition takes place, AW then will attenpt to
di scern what are the specific functions of these

different positions or do you know that information
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t oday?

A Well, it's afairly easy matter for us to
get that information. W can obtain that directly
fromGCtizens. And although | wasn't directly
involved in the process, | believe M. doriod was
i nvol ved in discerning what those functions were and
whet her those functions were duplicative of other
functions that are perforned.

Q You know, the testinony here says on a
pre-acquisition basis. How would you know what the
CUCl enpl oyees' functions were if you are not -- if
you don't own the conpany, you can't be there in their
offices figuring this stuff out, can you? They going
to let you in?

A Well, it's part of the integration review
process. You do have access to the records of CUC
and you can get payroll -related information to assess
in part. |In fact, you can trace it back even further
with due diligence. But you need to nmake an
assessnent of what your potential savings are fromthe
acquisition, even at an early stage. So you do have

access to payroll information and you can make it --
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you have special information to determ ne what those

functions are. Because without that information, you
can't assess whether you need that function after the
acqui sition.

Q Does | AWC have access to this
pre-acquisition function information as of today?

A | believe it does. | believe it would
have. | may not be the best witness to answer that.
As | say, the information was revi ewed during the
process of integration and there was sufficient
information to determ ne what the general functions of
that position were.

Q So you are telling us that your review of
the pre-acquisition functions related to these
different positions is in progress and that nore
information will have to be accunulated, is that a
fair statenent?

A. Well, 1 think that process as a whole is
a dynam c process. You know, as | set here today I
have provided information on estinmated | abor savings.
You know, the process of identifying what those exact

| abor savings are is dependent in |arge part on what
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positions are elimnated. So | would say that's a
process that is not conplete as of today. As
M. Goriod testified, he conmented that we have
identified three union positions for elimnation but
did not automatically say that there may not be ot her
reductions. So it i s somewhat a dynam c process.

Q Rght. There is a difference between
havi ng deci ded that you are going to elimnate a
position and your obligation under your own plan to
prove in a future rate case that these are the
functions of that reduced or elimnated position which
could not have been affected by these other factors,
outside factors, or anything of that sort. And the
question really is, have you captured today all of the
information that you need to know, as you descri bed
it, the pre-acquisition functions, do you have al
that information today?

A. Do | personally have that?

Q No, does the Company have it, somebody in
the Conpany have this information?

A. | believe soneone does. | don't know for

sure whether that's the case.
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Q And then on page 3 of your testinony

where you are sort of describing this process, you

know, you talk in ternms of a billing clerk position

being elimnated and you indicate that the Conpany

woul d | ook at these different factors, including

t echnol ogy,

to see whet her or

not that woul d have a

bearing on whether or not the denonstrated savings

associated with that billing clerk's position having

been el i m nated woul d conti nue or

A

Correct.

Q \Wen you | ook at, for

such as inproved technol ogy, would

not, correct?

exanpl e, a factor

one of the

consi derations be whether or not that technol ogy was

al so available to CUCl ?

A

Q

Certainly.

I will just check ny notes real quick

Wul d you turn to page 7 of your direct testinony?

A

Q

| have that.

There on lines 12 through 22 you refer to

an alternative ratenaking proposal

di scussed by M. Ruckman

A

Correct.

correct?

that's al so
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Q Is this an alternative ratenaking
proposal that would be nade pursuant to Section 9-244
of the Public Uilities Act?

A. Wuld you refresh ny nenory on 9 -244?

Q It's the section under Article 9 that
sets out the ratemaking authority f or the Illinois
Conmer ce Conmi ssion that gives the Comm ssion
perm ssion to authorize alternative ratemnaking.

A. | don't believe that this proposal was
made in the context of 9-244. The proposal was nade
for consideration by the Conmission as an alternative
to the Conpany's primary proposal in the context of
this proceeding. | don't believe it was filed under
9-244.

Q Was it intended to be an alternative
proposal under Section 7-2047

A.  Yes.

MR, FI TZHENRY: Thank you, M. Stafford.
That's all the questions | have.

EXAM NER SHOMI S: | have a few questi ons.
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EXAM NATI ON

BY EXAM NER SHOM S:

Q Wiich proposal do you believe is nore
favorable i n terns of ratepayer interests, the SSP or
the alternative ratemaki ng proposal? And then if you
believe that one is nore favorable than the other, |
woul d li ke for you to explain why.

A. If you are referring to nore favorable to
rat epayers bei ng whi ch one provides the nost savings
in ternms of dollar savings to ratepayers, the SSP as
proposed by the Conmpany provides that the ratepayers
will get the first ten percent of any savings. |
bel i eve under the alternative ratemaki ng proposal that
the -- in both proposals there are denonstrated
savi ngs required because of the adverse inpact
provi si on of 7-204.

Under the alternative ratemaki ng proposa
I believe that a hundred percent of the denonstrated
savings would go to cover the acquisition revenue
requirenment indirectly, while under the SSP only 90
percent of the savings would go to cover the

acqui sition revenue requirement. Therefore, i n termns
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of which one would the ratepayers benefit nore
monetarily, they would benefit nore fromthe SSP

Q On page 4 of your direct testinmony and
al so continuing on to page 5, you describe the SSP in
the manner that was described by M. Ruckman?

A.  Correct.

Q Is it correct that the SSP is basically
addressing two factors or two matters. One is the
acqui sition adjustnment which is accounted for through
the acquisition revenue requirenent, and then the
second nain factor in the SSP is the denonstrated
savings which are allocated between sharehol ders and
ratepayers in the manner set forth therein, is that
correct?

A. Correct.

Q Sothere is basically two factors we are
dealing with?

A.  Yes.

Q Various witnesses that have been
presented on behal f of | AWC have enphasi zed the
benefits associated with the SSP and they have pl aced

particul ar enphasis on, sone have called it, the no
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net cost standard or no adverse rate inpact on

rat epayers from

the SSP, is that correct?

A Correct.

Q Now, if you would turn to Exhibit 3.5R

which is part of your rebuttal presentation.

A | have that.

Q Let's assune for purpose of this question

that the savings shown there are actually

denonstrated. |

realize there is sone estinmated

figures, but let's just assune that these are the

actual figures.

A Ckay.

Q | amassuming for purposes of these

questions that I

territory, and I

am a ratepayer in the CUCl service

bel i eve you indicated or there has

been testinmony that 95 percent of the denonstrated

savings would be nore or less attributable to the

former CUCI service territory, is that correct?

A Correct.

Q So

| ama ratepayer and | am | ooki ng at

Exhibit 3.5R and | see two colums that | am

interested in.

One is the recoverabl e prem umrevenue
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requi renent over the 40-year period, and | woul d
assune as a ratepayer that recoverabl e nmeans that
those noneys would fl ow through to the sharehol ders.
And then as a ratepayer | would also | ook at Column A
and | would say, well, that |ooks pretty good. That
is accumul ative rate savings for custoners that

woul d be sharing at.

So then | go down to the bottom of that
exhibit and | think well maybe net present val ue m ght
be a good way of |ooking at things, rather than
accunul ative figures. And as a ratepayer | ook and
say, wait a mnute, the net present value of the
recover abl e prem umrevenue requirenent that's going
to shareholders is $55.8 mllion. So |I amthinking,
wel |, accunul ative rate savings for me are going to
have to be better than that if | amgoing to be better
off. 1 goto Colum 8 and | say, holy snokes, the
accumul ative rate savings for ne is $16 mllion.

And so it appears that the accunul ative
or that the recoverable prem umrevenue requirenent on
a net present value basis is about three and a hal f

times the accumul ative rate savings for custoners.
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And as a custoner | then ask how am| better off; this
| ooks like I amworse off with this proposal. Wuld
you answer ny concerns?

A. Sure, | would be glad to. Colum 8
represents 16 mllion net present val ue of savings
that you as a custoner or ratepayer woul d not have
absent the acquisition. And that 16 mllion of
savings cones as a result, and only the result, of the
acquisition and canme to you at no risk on your part,
and in fact the docunments and testinony have a nunber
of reasons, particularly the testinmony of M.

Kel | eher, where you are not only getting $16 mllion
of present value quantifiable benefits, but you are
getting a substantial |evel of qualitative benefits
also. So 16 mllion is comng to you at no cost, at
no risk on your part, with additional benefits on top
of the 16 mllion in the formof qualitative benef its.

VWhat's going to the shareholders is

almost a full recovery but not quite a full recovery
of its investnent it nmade in providing these savings.
In Colum 3, the net present val ue revenue requirenent

is the investnment that sharehol ders nade to attain
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these savings of $75 million. And what the
sharehol ders are getting back out of that is 55
mllion of net present value savings in Colum 5 plus
50 percent of the excess savings in Colum 6. Also
m ght add that the other 50 percent of the savings in
Colum 6 is going to ratepayers. The ratepayers are
actually getting over 24 mllion of net present val ue
savi ngs.

So the end result is that the
shar ehol ders have taken the entire risk of providing
savings and they have not fully recouped their entire
investment of 76 mllion net present value. They are
actually still slightly in the hole. And ratepayers
for no risk have gotten in excess of 24 mllion in
savings plus substantial qualitative benefits fromthe
acquisition. So thi s schedul e denonstrates that
rat epayers have faired better than sharehol ders under

our proposal

Q | realize in looking at Exhibit 3.5R that
there is a portion of the -- well, here you use
prem um -- but acquisition adjustnment that is not

recovered through the revenue requirenent?
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A. That's correct, over 19 nmillion is not
recover ed.

Q So 19 million is not recovered. But it
still appears to nme that ratepayers -- on a net
present val ue basis over the 40-year period ratepayers
are paying through rates $55.8 million which woul d
all ow recovery of a significant percentage of the
acqui sition premum And for that $55.8 mllion on a
net present value basis they are getting 16 mllion of
savi ngs.

A. The 55 million that you are referring to
is not going to increase rates to custoners. They are
not paying any nmore in their rates than they woul d
have prior to the acquisition. That's a commtnent
that the Conpany nmade, to have no adverse rate inpact
on the customers what soever

VWat the 55 million represents is a
recovery of the portion of the denmonstrated savings, a
portion of the savings that have gone to al ready
reduce cost of service, and have gone to |ower, for
lack of a better term the anount that the custoners

have paid through rates as a direct result of the
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acquisition. So custoners are not paying any nore.
They are paying | ess under our proposal. And the 55
mllion is only being recovered by the Conpany because
it represents denonstrated savings that have gone to
ot herwi se reduce custoner rates.

Q Well, Colum 5, the Recoverable Prem um
Revenue Requirenent, just so | amclear, on a net
present value basis, that $55.8 mllion, is that tota
on the net present val ue basis the anmount that woul d
be reflected in rates?

A.  That's the anount that woul d be reflected
inrates and it is only recovered from savi ngs that
are also reflected in rates. 1It's not com ng from
additional rates to custoners. It's comng only from
savi ngs that have gone to | ower the cost of service
prior to that adjustnent.

Q What about Colum 8? |Is that net present
val ue amount, roughly 16.1 million, is that reflected
in cost of service or rates for ratenaking purposes?

A. Yes. Columm 8 savings of 16.1 mllion,
along with 50 percent, essentially the dollar anount

shown in Colum 6 as additional savings that are
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reflected in rates, and have gone to | ower the cost of
service that ratepayers have to pay.

Q Wiy do you say along with Colum 67
Because it appears to nme that if you add Colum 6 to
Colum 7, you get Colum 8. Columm 6 won't be in
addition to Colum 7, would it?

A I'msorry. | stand corrected. You are
correct. Colum 6 is included in the total in Col um
8. So we are talking about 16.1 mllion in total

Q If I understand what you are sayi ng,
Colum 8 is reflected in rates. But Colum 5 is not
necessarily reflected in rates?

A. Correct. And Colum 8 is reflected in
rates as savings to customers, |ower cost of service.

Q Just one last question then with regard
to Colum 5. Wiat then does Colum 5 exactly
represent? Because it's titled "Recoverabl e Pren um
Revenue Requirenent." |Is that the anmount of the
prem um that woul d be recovered by sharehol ders?

A. That's correct. That is the anmount of
prem um that woul d be recovered by sharehol ders, the

i nvestment that they made, and acquiring any assets of
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Ctizens. And it's recovered entirely from
denonstrated savings resulting in no increase in cost
of service to custoners.

Q Just one last question then with regard
to the amount in Columm Nunber 5. Fromwhom are t hose
anounts then being recovered?

A. Those anounts are being recovered from
the savi ngs thensel ves that have resulted fromthe
acqui sition.

Q Wwll, is any of the anmount shown in
Colum 5 being recovered fromratepayers?

A. If by ratepayers you nean through
i ncreased rates, the answer is no.

EXAM NER SHOMI S: That's all | have.

MR SPRINGER: M. Exam ner, | would request
a brief recess at this tine.

EXAM NER SHOMI S:  Ckay.

(Whereupon the hearing was in
a short recess.)

EXAM NER SHOMI S: Let's go back on the

record for redirect.

MR SPRINGER: W do have sonme brief
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redirect, M. Exam ner
REDI RECT EXAM NATI ON

BY MR SPRI NGER

Q M. Stafford, during questioning you were
asked about inclusion in the Conpany's current rate
case of certain costs which were disallowed in the
Northern Illinois Water Corporation/lllinois-American
Order, Docket 99-0418. Wuld you care to clarify your
response to that question?

A. Yes, | would be glad to. The costs in
question are still subject to appeal on the part of
the Conpany. They are costs that the Conpany
certainly believes are legitimte recoverabl e costs,
subject to appeal. W requested that they be included
in the revenue requirenment in the proceeding. Staff
proposed to make an adjustnent to renove those costs,
and the Conpany accepted for purposes of that case
that adjustnment. We did not on rebuttal testinony ask
that we would continue to recover those in that
proceedi ng. W do, however, reserve the right if we
win the appeal to ask for recovery of those costs in a

future proceedi ng.
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Q You were al so asked a question with
regard to whether custoners vote for directors of the
Conpany. Do you have a clarification of your answer
to that question?

A. | did nmisspeak in responding to that
question. Directors of the Conmpany are voted on in
part by customers because there are custoners that are
shar ehol ders of the Conpany and they do have a vote in
who are elected to the board of directors of the
Conmpany.

Q And which sharehol ders woul d you be
referring to there, M. Stafford?

A. | amreferring to preferred stockhol ders
of the Conpany.

Q You also, | believe, in response to a
question indicated that there were certain
di sal | owances of expenses in both the Northern
Illinois Water Corporation/Illinois-Anerican O der,
Docket 99-0418, and also in the
Il'linois-American/United Vter O der, Docket 99-0457.
Do you have a clarification to your response to that

questi on?
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A. Yes, | do. The Conpany entered into a
sti pul ati on under which the Conpany woul d not agree to
request recovery of any cost associated with the
acquisition in United Water. As a result of that
stipulation, there were technically no disall owed
costs in that proceeding

Q Turning now, M. Stafford, t o your
Exhi bit 3.5R which was the subject of some
quest i oni ng.

A. | have that.

Q You were asked, | believe, by the Hearing
Exam ner about a conpari son between the net present
val ue savings realized by custoners as shown in Col um
8 and the net present value of the recoverable portion
of the acquisition prem umas shown in Colum 5.

Whul d you coment on that conparison?

A Yes, | would be glad to. 1In order to
bring about the savings in this acquisition, the
Conpany has effectively incurred cost s that are
reflected in Colum 3, $75.7 million of costs.

Thr ough the Conpany's sharing proposal it is proposing

to recover on a present value basis, under the
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assunption that forecasted savings equal actual
savings and so forth, that recovery of 55.8 million in
Colum 5, and 50 percent of any excess savings
represented by the nunbers in Colum 6.

In summary, the investment that the
sharehol ders place in the acquisition, the recovery of
that investnment, is only 55.8 mllion, what's
reflected in Colum 5, plus the 8 mllion in Colum 6.
The net result is that the Conpany is investing al nost
76 mllion and is recovering approximately 56 mllion
plus 8 mllion, resulting in a shortfall of 12
mllion. That's the net result to sharehol ders from
this acquisition, is that on a net present val ue basis
shar ehol ders woul d recover negative 12 million in
their investnent and ratepayers would get a positive
16 mllion reflected by the savings in Columm 8.

Q So the negative 12 mllion you refer to
is the nunber which should be conpared to the positive
approximately 16.1 mllion realized by ratepayers, is
that correct?

A. That's correct.

Q And that negative $12 nmillion is the net
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present val ue effect upon the sharehol der of the
proposal, is that correct?

A. That's correct.

Q You were al so asked sone questions about

reasons why fromthe custoner perspective the Savings

Sharing Proposal is a favorable proposal, is that
correct?
A.  Yes.
Do you have an illustration which you
believe will indicate that point?

A, Yes, | do.

Q Wuld you give that, please?

A. Trying to do it froma ratepayer's
perspective, but prior to the acquisition a Gtizens
custonmer on average, | am guessing, has about a $30
water bill. 1t could be higher; it could be |ower.
So that's their water bill today. As a result of the
acquisition, for illustrative purposes, | amgoing to
say that savings are identified fromthe acquisition
of $10, the equivalent of $10, on that water bill. O
that $10 savings, the first ten percent of this

savings or $1 will go first to the ratepayers and the
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remaining $9 will cover a portion of the investnment, a
portion of or all of the annual revenue requirenent
associated with making the investnent that generated
the savings. So the end result is that a customer
prior to the acquisition would have a $30 water bill.
After the acquisition they would have a $29 wat er
bill. And thus ratepayers as a result would see $1 of
savings. The remaining $9 of savings would go to
cover a portion of the investnent that the Conpany
made to generate those savings.

Q M. Stafford, under the Savings Sharing
Proposal in your hypothetical is there any risk
associ ated -- excuse ne, any risk upon the ratepayer
with regard to whether there will be realization of
t he savi ngs?

A. No, there is not. Under the Conpany's
proposal ratepayers would never, ever in any event see
a larger water bill as a result of the acquisition
than they woul d have had absent the acquisition. So
if the Company never had to raise rates for any other
reason, all other things being equal, over a 40 -year

period the $30 water bill would stay intact. The
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wor se the customer woul d ever do woul d have a $29
water bill with the acquisition. |If the Conpany could
not prove that the other $9 of savings existed and
were the result of the acquisition, then the custoners
woul d have in that case even a |ower water bill. The
shar ehol ders woul d be eating even nore of the
investment. But the worse they would ever do is have
a water bill $1 |ower than what they would have had
absent the acquisition.

Q That assunes that the $1 portion
rat epayer portion, of savings had been denonstrated,
is that right?

A.  That's correct.

MR. SPRINGER: Thank you. That's all the
questions we have for M. Stafford at this tine.

RECROSS EXAM NATI ON

BY M5. VON QUALEN:

Q. Is it your testimony, M. Stafford, that
the disallowed costs in 99-0418 were intentionally
included in the components of rate base for 00 -03407

A. As | nentioned previously, at the ti nme

that we filed the rate case, we had those costs under
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appeal and they were included in rate base. The
Conpany believed those were legitimte costs and stil
believes they are and they are still subject to
recovery under appeal

They were identified as aline itemin
rate base. It was very easy for anyone review ng that
exhibit and al so review ng our testinony to understand
exactly what those costs were and what they were
related to. W had at |east one question and answer
in testinony describing what those costs were and why
we included themin rate base.

So the evidence was very clear in the
testinmony. It would have been very easy for Staff to
under st and why those costs were in there. And we
believe and still believe that they are legitimtely
recoverabl e costs and are subject to recovery under
t he appeal .

Q Fromyour answer | understand that, yes,
they were intentionally included?

A.  Yes, they were included and, yes, they
were intentionally included and were not conceal ed

fromreview by anybody. As | say, we described
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directly in testinony what those costs were rel ated
to.

Q Didthe lllinois-Anerican Water Comnpany
request a stay of the Comm ssion Order in 99-0418?

A. | don't know.

M5. VON QUALEN: That's all the questions
have.

EXAM NER SHOMI S: | just had one question

RE - EXAM NATI ON

BY EXAM NER SHOM S:

Q oing back to Exhibit 3.5R assum ng
those figures turn out to be accurate in terns of
what's denonstrated with regard to savings, on a net
present val ue basis what is the percentage of
denmonstrated savings that would be applied to recovery
of the acquisition prem umrevenue requirenment as
conmpared to the percentage of savings that would fl ow
thr ough to custoners? And when you provide the
answer, could you tell nme how you cal cul ated that?

A.  The answer is on the schedule 69.5
percent or approximately 70 percent of the savings

woul d go to cover the prem umrevenue requirenent.
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And as | nentioned previously, it doesn't cover the
full cost of the investment nade by the Conpany. The
remai ni ng approxi mately 30 percent goes to -- well,
69.5 percent goes to cover the prem umrevenue
requirement. O the remainder, the majority of the
remai nder goes to custoners. And that, the anount of
the remai nder that goes directly to customers, is 20
per cent .

Q And where does the remaining 11.5 percent
go?

A. The remainder is split 50/50 between --
let me back up for a mnute. Ten percent goes
directly to custoners and that's represented by Col um
7. The remaining 20 percent is split 50/50 between
rat epayers and sharehol ders. And to derive those
calculations | |ooked at total savings in Colum 1
which is 80 mllion, and to determine t he portion that
goes to recover the revenue requirenment | divided the
nunber in Colum 5, 55.8 mllion, | divided that by 80
mllion.

Q And where was that figure? Is that the

69. 57
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A. Correct.

Q And then that goes to the sharehol ders.
Ckay, now account for the other 30.5.

A. The Colum 7 is ten percent of the first
ten percent of savings which go to ratepayers and that
is 8 mllion. That's essentially ten percent of the
80 mllion in Colum 1. And the remaining 20 percent,
the remai ning 20 percent is reflected by what's shown
in Colum 6. Colum 6 only reflects 50 percent of the
remai nder.

Q So that would be an even split?

A. R ght. So essentially there is 16
mllion remai nder, 50 percent of which is shown in
Col um 6.

Q So then would the approxi mately 80
percent of the savings flow through to stockhol ders,
much of which would be used to cover the prem um
revenue requirement, and then 20 percent would flow
through to ratepayers?

A. Essentially, that's correct. Twenty
percent would flow to ratepayers and the other 80

percent would recover a mgjority of the inve stnent
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made by the sharehol ders to obtain the savings. The

shar ehol ders woul d not be recovering their ful

i nvestment fromthat 80 percent.
EXAM NER SHOMI S:  Thank you
have.

MR SPRINGER. M. Exam ner, |

That's all |

do have a

brief follow-up to the question you just asked, if I

m ght .

EXAM NER SHOMIS: As long as it pertains to
the figures. |If it's something besides the figures,
think it's -- | just asked for the calcul ation

MR SPRINGER \Well, per ny question | think

it does relate to it.

REDI RECT EXAM NATI ON

BY MR SPRI NGER

7

Q M. Stafford, you were just asked by the

Heari ng Exam ner about the percentage of savings that

woul d be realized by ratepayers, if | understood the

question, as conpared to the portion of

savings that

woul d be utilized to cover the acquisition revenue

requirement. Can you tell me, in the event that the

acqui sition revenue requirement was not

incurred as a



10

11

12

13

14

15

16

17

18

19

20

21

22

608

result of the lack of the transaction being
consumrat ed, what |evel of savings would be realized
by ratepayers in that event?

A. Ratepayers would see zero percent
savings, zero dollars of savings.

MR SPRINGER Thanks. That's all the
questions | have.

EXAM NER SHOMIS: That's fine. | don't have
any problemw th that question. You can step down.

MR SPRINGER  Qur next witness will be
M. Ruckman

FREDERI CK L. RUCKNAN
called as a Wtness on behalf of Illinois-Anrerican
Wat er Conpany, having been first duly sworn, was
exam ned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR SPRI NGER

Q Please state your name and busi ness
addr ess.

A.  Frederick L. Ruckman, Illinois-Anerican
Wat er Conpany, 300 North Water Works Drive,

Belleville, Illinois.
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Q And, M. Ruckman, by whom are you
enpl oyed?

A. 1llinois-American Water Conpany.

Q And what is your position with that
conpany?

A.  Vice president and treasurer.

Q M. Ruckman, have you prepared testinony
for purposes of this case?

A.  Yes, | have.

Q | show you what's been marked for
identification as | AWC Exhibit 2.0 and ask if that is
direct testinony that you prepared?

A Yes, it is.

Q And in that testinmny do you sponsor | AW
Exhibits 2.1 and 2.2?

A, Yes.

Q Do you also sponsor in this case rebuttal
testinmony marked as Exhibit 2.0R?

A, Yes, | do.

Q And in that testinmony do you spon sor
Exhibits 2. 1R 2.2R and 2. 3R?

A Yes.
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Q Do you also in this case sponsor
surrebuttal testinony marked as Exhibit 2.0SR?

A.  Yes.

Q And in that testinmny do you sponsor
what's marked as Exhibit 2.4SR?

A, Yes, | do.

Q And is the information contained in each
of your testinonies and exhibits true and correct to
the best of your know edge?

A.  Yes.

MR SPRINGER At this tine, M. Exam ner, |
woul d ask for adm ssion of M. Ruckman's direct
testinmony, Exhibit 2.0; the exhibits he sponsors in
that testinmony, Exhibits 2.1 and 2.2; M. Ruckman's
rebuttal testinony, Exhibit 2.0R, and Exhibits 2. 1R
2.2R and 2. 3R that he sponsors in that testinony; and
Exhibit 2.0SR M. Ruckman's surrebuttal testinony;
and Exhi bit 2.4SR that he sponsors in that testinony.

EXAM NER SHOMIS: |s there any objection?

MR, FI TZHENRY:  No.

EXAM NER SHOMI S: Those exhibits are

adm tted i nto evidence.
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(Wher eupon | AWC Exhibits 2.0,
2.1, 2.2, 2.0R 2.1R 2.2R
2.3R, 2.0SR 2.4SR were

admtted into evidence.)

MR. SPRINGER: Thank you. M. Ruckman is now

avail abl e for cross exam nati on.
CRCSS EXAM NATI ON

BY MR FI TZHENRY:

Q Hello, M. Ruckman. You were asked to
provide a detailed nunmerical exanple illustrative of
the apportionnent of the acquisition adjustnent and
acqui sition savings in |1 W Data Request Number 1,
were you not?

A. | believe that's right, yes.

Q | would like to ask you some questions
about that response and | think it will be easier to
follow as a cross exam nation exhibit, W Exhibit 1.

(Whereupon IIWC Cross Exhibit 1
was mar ked for purposes of
identification as of this
date.)

Q Have | given you your responses to | IWC
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Dat a Request Nunber 1 which has been marked for
identification as IIWC Cross Exhibit Nunber 17?

A, Yes.

Q And was it your intention that this
exhi bit woul d depict how the Shared Savi ngs Pl an woul d
operate and how the acquisition prem um and the
acquisition savings would be a apportioned throughout
the 40-year plan period?

A Yes, it was.

Q Sol amjust going to ask you how you
wor ked t hrough the nunbers. And let's start with year
one, okay?

A.  Sure.

Q Under the colum titled "Cost of Service"
there is a line for cost of service without
acqui sition. And under your one it's $150 nmillion
correct?

A.  Yes.

Q First tell me, howdid you arrive at the
$150 mllion figure?

A It's an estimate of the total, a rough

estimate, of the total revenue requirenent of
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Illinois-American plus the Ctizens' properties.

Q And so for in subsequent year 5, year 10,
year 15, those are assumed figures based on your
assunption as to what the cost of service would be for
the conbi ned conpanies in year one, is that right?

A.  Yes.

Q Now, then thereis aline titled
"Acqui sition Savings Total per |IAW Exhibit 3.5,"
correct?

A.  Yes.

Q And under your one again there is the
figure $3,717,638. That represents, according to
M. Stafford' s exhibit, what the denonstrated savings
will be in year one after the acquisition, correct?

A.  Yes.

Q And so what you have done there on the
third line is to subtract fromthe cost of service,
the cost of service for the conbi ned conpanies, the
acqui sition savings to arrive at the figure
$146, 282, 362, correct?

A.  Yes.

Q So the figure that |I just nentioned is
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the reduced cost of service that takes into account
the denonstrated savings in year one?

A.  Yes.

Q In the next columm or description of
figures it is a calculation of net denonstrated
savings. What you have done here is then to take the
year one denonstrated savings of $3.78 and then under
the SSP the Company's proposal would be to take ten
percent of that anpbunt and that would be allocated to
rat epayers, correct?

A, Yes.

Q Now, the difference, the $3, 345,874, then
gets added back to the cost of service for the
conbi ned conpani es, |ess the year one denonstrated
savi ngs, correct?

A.  Yes.

Q And that -- you have titled it "Adjusted
Revenue Requirenent” but that dollar anmount is
$149, 628. 236, correct?

A $149 nillion

Q 628, 0007

A. Right.
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Q And that would be the cost of service for
rat emaki ng purposes in the event there was a rate case
filed in that year one?

A. Correct.

Q And so there is no exam nation of the
Conpany's cost of service on a stand-al one basis in
your exhibit or 11 W Cross Exhibit 1 whatsoever,
correct?

A. That's correct.

Q Now, if we |look over at your 15, instead
of just going through everything that | just went
through with you, but if we | ook under the col um
titled "Calcul ati on of Adjustment to Revenue
Requirement” in year 15 what has happened is that the
denmonstrated savings are in such anount that it
exceeds the acquisition premumin that year, correct?

A. That is correct, yes.

Q And under the Conpany's SSP, the anmount
that exceeds the acquisition prem umor acquisition
adj ustnent, 50 percent would be allocated to
rat epayers and 50 percent to shareholders, correct?

A Yes.
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Q And there it shows again under year 15 in
this particular col um, that armount, the $432, 430,
which is 50 percent of the excess denonstrated savings
over the acquisition premum is again added back into
the cost of service, correct?

A.  Yes.

Q Nowl would like you to | ook at your
Exhibit 2.4SR

A Ckay.

Q First of all, do | understand that this
exhi bit was devel oped in response to certain testinony
evidence offered by Staff w tness Tom Smth?

A.  That's correct.

Q Inthe section that's titled "Cal cul ation
of Revenue Requirenent,” am| correct in understandi ng
that you have shown here the manner in which the SSP
woul d operate pretty nuch in the same way that we just
went through in I1 W Cross Examinati on Exhibit 1 with
the exception of in I W Cross Exam nation Exhibit 1
you have al so denonstrated the ten percent
denmonstrated savings that would go to ratepayers and

you have al so cal cul ated the acquisition prem um and



10

11

12

13

14

15

16

17

18

19

20

21

22

617

how it woul d be all ocated?

A.  Yes.

Q Now I would like you to | ook at
M. Smith's Exhibit 7.0, Schedule 1, if you could. Do
you have a copy of that?

A. Not before me, no. This is 7.0, Schedul e

Q Page 1 of 3.

A.  Yes.

Q Al right. And ny question is just
trying to understand what you have reflected on I WC
Cross Examination Exhibit 1 and your Exhibit 2.4SR
with what M. Smith has shown here on his Exhibit 7.0,
Schedul e 1.

M. Smith woul d add back in as part of
the cost of service for the conbi ned conpani es the net
demonstrated savings. By net denpbnstrated savings |
mean the denonstrated savings in the year, less ten
percent which would be allocated to ratepayers, and
then added that difference to the cost of service for
the conbi ned conpanies to arrive at the total revenue

requirenment, is that correct? |Is that how you
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under stand hi s schedul e?

A.  H's schedul e does that but it msses the
point that --

Q Wwell, I just really want to unde rstand
what you understand about how t he schedul e works
mechani cal |y as conpared to what your schedul es do
mechanically. And | know that you have argunents and
di fferences of agreenent, but that's sort of a
different issue, okay?

A Ckay.

Q Now, if I go back to |ook at what you did
in W Cross Exam nation Exhibit 1, you would not
have added back in as part of the cost of service for
t he conbi ned conpani es the net denonstrated savi ngs?

A. Repeat the question. |'msorry.

Q Again, it |ooks nechanically that on
M. Smth's Schedule 7.0, Schedule 1, he has taken ten
percent of the denonstrated savings and taken that
di fference and added that back into the cost of
service for the conbined conpanies to arrive at a
total revenue requirenent.

A. That is correct.
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Q Now, |ooking at Il W Cross Exam nation
Exhibit 1, what you have done is to --

EXAM NER SHOMIT S: Wul d you read back that
prior question?

(Wher eupon the requested portion
was then read back by the
Reporter.)

EXAM NER SHOMIS: M. Fitzhenry, when you
tal k about total revenue requirement, are you
referring to line 13?

MR FI TZHENRY: Yes, sir, on M. Smith's
exhibit.

EXAM NER SHOMIS: It |ooks like to ne,
unl ess | am m ssing sonet hing, he added back in 90
percent of the denonstrated savings on line 12 to get
to the figure on 13, and you said ten percent.

MR, FI TZHENRY: Well, ten percent fromthe
denmonstrated savings is, as | termed the net
denmonstrated savings, would be 90 percent of the
denmonstrat ed savi ngs.

EXAM NER SHOMI S: Ckay, go ahead

Q Now, |ook at what you did on Il W Cross
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Exam nation Exhibit 1. Wat you have done is take the
denonstrated savings and reduced the cost of service
for the conbi ned conpani es in year one by ten percent
of that ampunt, correct?

A. Effectively, yes.

Q Effectively.

A And may | point out why ny schedule is
different than M. Smth's?

Q Wwell, only because I know that M. Boyd
Springer will do so. But, yes, go ahead.

MR. SPRINGER: | was thinking about it.

A Well, | think what the discussion thus
far has mssed is the nost inportant difference. The
al l ocation of the denonstrated savings we are doi ng
the sane way, | believe. The basic prem se that
M. Smth's schedule msses is the fact that those
denonstrat ed savi ngs reduce the conbi ned
pre-acquisition revenue requirenent. And that's not
clear on his schedule. He is starting out with a
hundred mllion. And that schedule in isolation, his
schedul e, says that after the Savings Sharing

Proposal , the revenue requirenent actually increases
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by four and a half, alnost five mllion dollars. And
in my schedule that's not true. M schedul e actually
shows a reduced revenue requirenent, and that's the
whol e poi nt of our Savings Sharing Pl an.

Q | amnot asking you to agree with
M. Smith or M. CGorman for that exanple, but he takes
the position he does because he believes that the
acqui sition prem um beconmes part of the cost of
service for the comnbi ned compani es.

A.  The acquisition premumindirectly
beconmes a part of the cost of service, but the overall
cost of service is still below what it was on a
pre-acqui sition basis.

Q At your direct testimony, in your direct
testinmony at page 7, you indicate that the present
val ue of the acquisition of savings is approxi mately
$76.2 nmillion?

A.  Yes.

Q Now, should that nunber show up on
M. Stafford s Exhibit 3.5?

A. | believe that there was an original 3.5

that was later replaced with a revision 3.5R So it's
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very possi ble that nunber cane fromthe original
exhi bit.

Q kay. |If you could, would you | ook at
M. Stafford' s Exhibit 3.5R and then tell nme if the
$76.2 mllion nunber shoul d have changed?

A. | believe that would now be 80 million.

Q Likewi se, on the next page of your direct
testinmony you indicate that the acquisition prem um or
acqui sition adjustrment is $66.6 mllion. Wuld that
nunber be reflected now on M. Stafford' s Exhibit
3. 5R?

A. | don't think that nunber actually shows
on 3.5R

Q Under Columm 3 of M. Staffor d' s Exhibit
3.5R does that not show the total prem umrevenue
requi rement of net present value or present val ue of
75.7 mllion?

A.  Yes, but that is not directly the s ame
nunber as the acquisition prem um

Q |Is there any -- so you are saying that
there is nothing on M. Stafford' s Exhibit 3.5R that

is the acquisition adjustnent ref erred to on page 8 of
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your testinony?

A. That's right.

Q If we were to look at this just on a net
present val ue basis where you have Synergy savi ngs of
$80 nillion and an acquisition adjustment to be
recovered of $66 mllion, again on a present val ue

basis is the $14 mllion what is at issue here?

A. If you are conparing -- I'msorry, 80 to
what ?

Q Sixty-six.

A Ch, the $66 nmillion. 1Is that what's at
i ssue?

Q VYes. | nmean, you are going to spend $66
mllion to save $80 million?

A. W are going to spend -- we are going to
i ncur an acquisition premumand we are going to
produce for ratepayers a savings over 40 years of
approximately $16 mllion net present val ue.

Q $16 mllion?

A $16 mllion for that period.

Q Now, you have heard me ask questions of

other I AWC wi t nesses about the savings back to | AW,
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and | believe everybody agrees that it will be
approximately 4.5 percent. Do you renenber those
questions and those answers?

A, Yes.

Q And if we were to look again at the $16
mllion difference between the Synergy savings and the
acqui sition adjustnment to be recovered and | ook at on
a net present value basis what this nmeans to | AWC
rat epayers, would you agree subject to check that 4.5
percent of $16 million is approxi mately $720, 000?

A.  Subject to check. | don't quite get what
the point is.

MR, FI TZHENRY: Thank you. That's all the
questions |I have. | nove for the adm ssion of I1WC
Cross Exam nation Exhibit 1

MR. SPRINGER: No objection

EXAM NER SHOMI S: |TI1WC Cross Exhibit 1 is
adm tted.

(Whereupon IIWC Cross Exhibit 1
was admtted into evidence.)

EXAM NER SHOMI S: Has the reporter been

given a copy to mark?
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MR, FI TZHENRY: Three.

EXAM NER SHOMI S: W only need one.

MR. CLENNON:  Staff has sonme questions.

EXAM NER SHOMI S: Go ahead.

MR. CLENNON:  May | proceed?

EXAM NER SHOMI S:  Yeah.

MR CLENNON:  Thank you

CRCSS EXAM NATI ON

BY MR CLENNON:

Q Cood afternoon, M. Ruckman

A.  Cood afternoon, M. d ennon.

Q | amgoing totry alittle different with
you and perhaps amgoing to | ook at nmy notes and see
if we can't get off to a good start here. [f you
could turn to page 11 on your direct testimnony?

A.  Yeah

Q And then on the question and answer that
begins on line 11 you tal ked about the -- this is the
five-year dates with the report or proposed rates. |Is
that the subject matter of the testinony here?

A.  Yes.

Q So if I understand what this says, is
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that five years fromnow there will be a proceedi ng
and there will either be rates reflecting the |evel of
the savings or there will be sone kind of report
descri bi ng what those savings are to the Comm ssion?

A. Correct.

Q Now, is it true that you expect all of
the savings to occur within a -- a majority of the
savings to occur within a year?

A. Shortly after the acquisition, yes.

Q Shortly after the acquisition. So, for
exanple, if those savings were $10, there would be
five years before the ratepayers woul d ever see those,
is that accurate?

A. It would be five years before they would
be reflected in new rates.

Q kay. And so for five years the Conpany
woul d be coll ecting the $107?

A.  That would be used to offset any
ot herwi se revenue deficiency that the Company m ght
have.

Q kay. Now, there was sone discussion

about that revenue deficiency and it's ny
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understanding that Illinois-Arerican is going to cone
inwith a rate case sonetine this year, is that true?

A. O course, for the existing Ctizens.

Q For the Ctizens Conpany?

A. It's possible, yes.

Q Do you know what kind of test year is
going to be used?

A.  Haven't decided that, no.

Q It's possible it could be a historica
test year?

A Could be.

Q And that would be permtted?

A, Yes.

Q And then that would reflect a | evel of
costs prior to the savings?

A.  Possibly.

Q ay.

EXAM NER SHOMI S: Wen you state possibly,
under what circunstances would it not reflect a leve
of costs prior to the savings? 1In other words, if you
came in, filed a rate increase request for the

Ctizens' service territory based on an historic test
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year, would you tell ne under what circunstances that
woul d reflect a level of costs that incorporates any
savi ngs?

THE WTNESS: It probably woul d not.

EXAM NER SHOMIT S: So when you sai d possibly,
you can't think of a circunstance right now where it
woul d?

THE WTNESS: Correct.

MR, CLENNON:

Q Could you turn to page 9 of your direct
testinmony? And the sent ence that begins on line 29,
"The Conpany is proposing that the order issued in
this proceeding explicitly authorize recovery of the
acqui sition adjustnment in accordance with the home
nmort gage nmet hod of anortization subject to
denmonstrating that savings exceed revenue requirenents
relating to the anortization of the acquisition
adjustnents.” And that ends that page. That may not
be a perfect reading but is that a fair readi ng of
your testinony?

A. | amsorry, M. dennon, what page did

you say?
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Q It was on page 9, beginning on |line 29,
going to the first line of page 10.

EXAM NER SHOMI S: Have you got the right --

THE WTNESS: Yes.

MR. CLENNON: Do | have the right one?

MS. SCHULTZ: Yes.

Q Is it your testinony that under 7-204 the
Conpany is only asking the Conmission to all ow
recovery of the acquisition adjustnment? |Is that the
only cost you are asking for in this case?

A.  The Conpany is asking to share in the
savings that are generated as a result of the
acquisition. And that sharing, through that sharing,
the Conpany is conpensated for the investnment it nakes
to produce those savings.

Q kay. Just so | understand, you have
identified a cost, call it nmerger prem um acquisition
adjustnent, right? You have put together a proposa
to, for lack of a better word, extract the noney to be
compensated for that, for the ratepayers to pay you
for that, for that one cost, and that is the cost you

are seeking the Comm ssion's approval on in this
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pr oceedi ng?

A. Again, we are -- our plan, our Savings
Sharing Proposal, is a nethodol ogy to shar e savings,
on the one hand to provide benefits through savings to
custonmers, and on the other hand to provide a
mechani smfor the Conpany to be conpensated for the
acquisition premumthat it's incurred.

Q M. Ruckman, that's a perfectly
legitimate answer to my question. | amreally
concerned about the costs that you have identified and
whi ch you are seeking recovery for in this proceeding.

MR. SPRINGER: Is there a question?

EXAM NER SHOMIS: Let nme try to shorten
this. | have been involved in sonme proceedi ngs where
a premumis identified and then there is so-called
transition costs, costs that would be -- besides the
premumthere is certain costs that utilities say are
necessary to achieve the savings. They have to incur
costs in certain areas in order to achieve the
savi ngs.

I think what M. Cennon's driving at is

| didn't see anything in the record or hear about such
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transition costs, that if you want to call the

acqui sition prem um or acquisition adjustnent a cost,
I think he was asking you is that the only cost for
whi ch sonme recovery is sought in this proceedi ng, that
is, there is not separately identified transition
costs or other costs.

THE WTNESS: That is true. W would
classify that as an asset on the bal ance sheet. But
that is the only -- there is no other transaction type
costs that we are seeking recovery of.

MR, CLENNON:

Q Are there any other costs associated with
the nerger that the Conpany seeks to recover?

A No.

Q If you could go to page 6, sir, and the
question beginning on 7 where you tal k about the
capitalization structure after the financing, that
question and answer, would this question and answer
change in light of this prom se not to increase the
cost of or the overall rate of return due to the
merger that we heard about yesterday?

A. Well, that promi se that you allude to
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that was nade yesterday was really not addressing the
overall capital structure as much as it was addressing
under the particular scenario that was being di scussed
whi ch was t he Conmi ssion approves the Conpany's

Savi ngs Sharing Plan but the Conpany is unable to
denmonstrate any savings. There could, fromthat,
potentially be a nmarginal increase in the Conpany's
cost of capital, and the Conpany has said that it

woul d not seek in a rate proceeding that increnental
increase in capital.

That is the prom se that was made. |
don't believe that had anything really to do with the
capital structure so nmuch as the overall cost of
capital.

Q kay. But just so | understand, but that
overall cost of capital will be affected in sone way
or no, is that your testinony?

A.  Under what?

Q Under this, for lack of a better word,
the Flaherty promnm se?

A | want to nmake it clear that is not a

Fl aherty promise. That is a Conpany prom se.



10

11

12

13

14

15

16

17

18

19

20

21

22

633

MR, FI TZHENRY: Flaherty will get you

nowher e.
(Laught er)

THE WTNESS: |s there a question
out st andi ng?

Q Wio does M. Flaherty work for, by the
way?

A. Deloitte and Touche.

Q Has anyone fromthe Conpany nade t hat
prom se in testinony?

A. Yes, not in testinmony but in a data
request actually.

Q Are you in a position to nmake that

prom se here on the stand?

A. Absolutely. | think it's already on the

record, isn't it? | just saidit, did | not?

Q Very good. You are familiar with the
rate case that is currently underway here at the
Conmi ssion for Illinois-Anmerican Water Conpany, are
you?

A.  Yes.

Q Now, | have a copy of the brief on
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exceptions filed by the Conpany in that case. And on
page 2 it says that it's a summary of the Conpany's
positions and it tal ks about the rate of return on
comon equity. And this is just alittle blurb,
will be happy to showit to you, | think I can read
the whol e paragraph. It says under the subtitle of
(A) Rate of Return on Common Equity, it says, "The
Conpany has requested a rate of return on comon
equity of 11.25 percent. Its expert w tness Paul
Mul | e supports a higher rate. However, the Conpany
proposes 11.25 to mitigate rate inpacts on its
custoners.”

So if | understand the Conpany's position
inthe rate case, that rate of return on comon equity
shoul d be hi gher, hence shoul d be higher than what was
proposed by the Conmpany, and even hi gher than what the
HEPO, which may or may not be passed by the
Conmi ssi on, suggests. That would |lead to a higher
rate of return -- I'msorry, yeah, that would lead to
a higher rate of return which you may not get, which
you will not get, and you have not asked for, is that

accur at e?
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A.  Yes.

Q So you are going to forego the higher
rate of return in the rate proceeding and then forego
a higher rate of return which you may be entitled to
in order to get the transaction consummated, is that
right?

A. | don't see the connection then. That
rate case -- what | amsaying is that in the rate case
our expert witness supported a higher rate of return
than the Company requested when it put together its
filing.

Q Okay. So just so | understand, there is
a higher rate of return that was denonstrated and a
hi gher one coul d have been asked for by the Conpany?

A.  Yes.

Q That's one of them In addition to that,
in the future the Conpany nay be entitled to a higher
rate of return but has agreed through the pronise,
guess we could call it the Ruckman pronise now, not to
seek that higher rate of return?

A. | think thereis -- innmy viewthere is a

di sconnect here.
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Q | amnot asking you to connect them |
want to make sure that the facts are clear, that ny
under standi ng of things is correct.

A, Well, what the Ruckman prom se is, what
the Illinois-Anerican promise is, is that under the
scenario that's described, the Conmm ssion approves the
Conpany's Savings Sharing Proposal. And in the
unlikely event that the Conpany is unable to
denmonstrate those savings, which we think is a totally
not possible scenario, but in that event, hypothetica
event, the Conpany's overall cost of capital, debt
capital, would be marginally higher. And we woul d not
ask in a future rate proceeding for that marginally
hi gher increase in cost of capital as a result of the
financial inpairment that has occurred to the Conpany
because of its inability to recover any of its
i nvestment in the Ctizens Conpany.

Q I understand that. So that coupled wth
the reduction on the overall rate of return agreed to
by the Company in the rate case would be two factors
reduci ng the Company's overall rate of return, as

see it. I's that an accurate statenent?
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A.  The overall rate of return that was
requested or allowed in this rate case is a rate of
return in this case on equity that is set, essentially
re-set, every rate case.

Q Right.

A. And in the next rate case that the
Conpany would file that rate of return would be set
again. And who

Q So perhaps only with -- I'"msorry, sir, |
didn't nean to cut you off.

A 1 didn't really say anything nore. Who
knows where it will be set at that tine.

Q But there nay be sone overlap, isn't t hat
right?

A. | don't know what overlap there would be.

Q kay. Wwell, perhaps there would be
overl|l ap because you are going to file another rate
case here in a year, within a year?

A. For the Gtizens' property.

Q Yeah. You used to work for NI Water, is
that correct?

A Yes.
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Q Wien did you become enpl oyed by
Il'linois-American Water?

A.  January 1 of 2000.

Q And was there an event that led to your
enpl oynment there in Illinois-Anerican Water Conpany?

A.  Yes.

Q Wt was that?

A. | was pronoted to the position of vice
president/treasurer of Illinois-American.

Q Was this after the nerger with NI Water?

A. It was actually just before. 1 think the
merger was consummated in April or thereabouts.

Q Was your position secured by the terns
and conditions of the nerger?

A No.

Q No?

A, Not that I amaware of.

Q Wuuld you describe your enploynment at
Il1linois-Amrerican Water Conpany as a direct result of
the merger with NI VWater?

A. It would not otherwi se have happened had

that merger not taken place.
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Q Now, nothing personal, but are you an
exanpl e of added bureaucracy after a nerger?

A. | amnot going to admit to that.

(Laught er)

Q kay. That's fine. Al right. Now
let's get down to sone serious work. M. Ruckman,
notice prior to you comng to work at
I'l1linois-Amrerican Water Conpany you worked at NI Water

as an accountant, is that right?

A.  Yes.

Q You are not an attorney at law, are you?
A No.

Q D d you ever attend | aw school ?

A No.

Q In your direct testinmony you make a

reference to the Union El ectric Conpany versus
Il1linois Comerce Comm ssion, that's on page 12, |
believe, isn't that correct?

A.  Yes.

Q \When you gave that testinmony, wasn't it
your intention to provide a | egal opinion?

A.  No.
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Q So when you are referring to the statute
and case law, you are doing so as a |lay person?

A.  Yes.

Q Sir, did you prepare this portion of your
testinmony yoursel f?

A. Not the legal cites, no.

Q So did you do so with the advice of
counsel ?

A.  Yes.

Q Now, on page 12 of the testinony there is
a cite to the Union Electric case beginning on |ine 22
and going to about half way through on line 24. Do
you know where in the case that quotation cones fronf

A. | have | ooked at that case and found
approxi mately where that appears, yes.

Q Can you tell ne where that quote cones
fron®

A. Page 377

Q Can you tell ne the beginning of the
par agraph that you are referring to?

A. "The first argunent contends that i n

t hese cases the Conm ssion" --
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EXAM NER SHOMI S: Maybe to shorten this, |
think any citations to cases or argunents, although
cases | think maybe are best left for the briefs, and
M. Ruckman's layman's position as to what a case
means, | don't think should be given any weight. So |
don't think I want to waste tinme arguing over whether
he is interpreting a case correctly or incorrectly
because, as | said in other proceedings, |I think the
wei ght should only be given to the argunents that the
attorneys provide in the briefs that are filed and not
to a witness' statenent as to what a case neans.

MR CLENNON: Okay. That's fine.

EXAM NER SHOMI S: This m ght shorten it, but
I don't see the purpose in arguing with this w tness
over sonething that nmust have been provided to him
anyway by counsel for purposes of his testinony, you
know, what it neans or whether you disagree with it.

MR CLENNON: | will take care of it on a
brief then, sir. |If | could just ask one nore
question?

EXAM NER SHOMI S: That's fine.

Q In the rate case that we just talked
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about for Il linois-Anerican Water Company, what was
the nmeasure of rate base for that case? Ws that fair
value or was it original cost?

A. Oiginal cost.

Q Do you propose to change the methodol ogy

in your next case?

A Do I?
Q Yes.
A. | reserve the right to change it. But at

this time probably not.

Q Wuld you go to page 7 of your rebutta
testi nmony?

A, Yes.

Q There | believe you begin discussing the
acqui sition savings, am|l correct?

A.  Yes.

Q Al right. 1Is it correct that a
utility's costs represent liabilities which have been
i ncurred?

A. Incurred and paid, among other things.
That's not the total cost but --

Q Is it correct to say that costs, just to
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use your words, have been paid -- I"'msorry, let ne
start again. 1s it correct to say that costs have
been paid or you can prove that costs have been paid
through the exi st ence of docunments such as invoices,
contracts, things like that?

A. That's one way to prove costs, yes.

Q Now, if I understand things correctly, is
it correct that the acquisitions that you refer to
represent the lack of costs, acquisition savings?

A.  They represent exactly what we say. They
represent what were costs that are no |l onger costs
goi ng forward.

Q So they would be Iighter costs?

A.  Yes.

Q If you could go to page 12, | think it's
begi nni ng on about line 3.

A.  Yes.

Q You state, "lllinois-Arerican will limt
t he anmount of revenue sought in each rate proceedi ng
to the anmount of denobnstrated savings. The
alternative ratemaki ng proposal would, therefore, have

no adverse effects on rates at any tinme," is that
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correct?

A.  Yes.

Q Fair reading?

A, Yes.

Q Is ny understanding correct that when you
use the term "denonstrated savings,” it indicates that

Il1linois-Amrerican Water Conpany does not intend to
use -- does not intend to base its future rates on
something -- let me start over. By the use of the
term "denonstrated savings,” am| to understand that
Il1linois-Arerican Water Conpany in sone future rate
case is going to base the rates on sonething ot her

t han cost ?

A Illinois-Arerican in a future rate case
is going to denonstrate that the costs that -- are
going to denonstrate two things. On the one hand they
are going to denonstrate what the costs are and they
are going to denonstrate what the savings are that
have been generated as a result of the acquisition
that takes place. And the revenue requirenent is then
going to be based on a conbination.

Q Soit will be cost and lack of cost? 1Is
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that a shrug maybe?

A. It's going to be based upon a cost |eve
that is less than -- we will denonstrate the cost
level is less than it otherw se would have been absent
the acquisition

Q Once again, normally the utility, just
general | y speaking, you figure out all the costs, you
figure out the revenue needed to cover those costs
plus a little rate of return, very generally, and
that's how rates are set, is that correct?

A.  Yeah

Q Is it the Conpany's proposal to figure
out what its costs are, right, including the
acqui sition adjustment, mnus sonething, and that wll
be its total cost of providing service? Wen you
figure out the revenue, you add a little rate of
return on?

A. Can you read that back to nme, please?

(Wher eupon the requested
portion was then read back by
the Reporter.)

MR SPRINGER: | don't think that question is
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answer abl e.

Q I will try it again. Just so
understand this SSP, you are going to have the cost of
the conbi ned conpanies, plus you are going to add the
revenue, the acquisition revenue requirenment mnerger
prem um whatever you want to call it, and that's
fine. Then you are going to -- say it two ways. You
are going to subtract the savings or you are going to
subtract some savings, or you are going to add
negati ve costs, however you want to say it, and that's
going to come up with your revenue requirenment. Do I
understand it correctly?

A. You said "however | want to say it." Let
me say how | would like to say it.

Q Sure.

A. If the Conpany invested in any other
utility plant, a mllion dollar utility plant, and
maybe that utility plant is replacing an old obsolete
utility plant that was inefficient, and by spending a
mllion dollars we generated savings as a result of
that. When we cane into a rate case there woul d be no

question about whether or not we would be able to earn
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on our mllion dollar investnent, and those savings --
those savings would be reflected in the revenue
requirement.

The difficulty we have here is that this
Conmi ssion generally does not allow a rate of return
on an acquisition adjustment. And yet the Conmpany is
maki ng an investnent that is going to produce
substantial savings. And the only way that we can
recover our costs is through the Savi ngs Sharing
Proposal. And the way we are proposing to do that is
to share the savings that we denonstrate to this
Conmi ssi on.

And by denonstrate | nean the Conpa ny
puts together schedul es that we believe will be
auditable. | don't see any difficulty whatsoever in
putting together those schedules. They will be
subject to Conmission St aff's review and ultimately to
the Conmission's approval. And the way the Conpany is
made whol e is through the sharing of those
denmonstrated savings. Oherwi se, we wouldn't be
tal ki ng about a Savings Sharing Proposal, if we were

allowed to earn on our investnent |ike we are other
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utility investnents.

Q kay. Let me just ask you this question
When you buy this investnent that you have descri bed,
that produces a savings on -- | don't know a good
exanpl e of one -- a super good pump, something |ike
that. You have an invoice for that punp, is that
correct?

A. Correct.

Q Now, when you tal k about providing
schedul es and proving to the Comm ssion, it is ny
understanding that fromtine to tinme these schedul es
or information you are going to provide to this
Conmi ssion is going to change at your whim is that
right? | asked the witness yesterday if for any
reason the Conpany thought it may need to change the
way this informati on was presented. That wi tness said
sure, that would be acceptable. Your position today
is that once the proposal is set in place, the Conpany
will not deviate fromit?

A. The proposal the Conpany has put in place
is what the Conpany believes is fair to the Conpany

and fair to the ratepayers and neets the standard of
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7-204. And there has been no other proposal put
before us in this proceedi ng.

Q Let ne rephrase ny question. |Is it your
position today that when the Conpany has within five
years figured out the neans and methods on which it is
going to track savings, that nethodology is going to
remain set?

A.  Unless the Conpany and the Comm ssion
Staff were to agree upon sonme ot her mnethodol ogy t hat
both were happy with, yes, | would expect it would be
set .

Q Do you foresee a tine when the Conpany
and Staff would not agree on changi ng t he net hodol ogy
to denonstrate savings and the Conpany woul d bring
that in front of the Comm ssion?

A, Wien we woul d not agree?

Q Yes, would not agree on the nethodol ogy
to continue -- the Company believes a change is
necessary. They present it to the Staff. The Staff
does not agree. Is it your position right now that
the Conpany is going to drop it there or is it your

position that the Conpany would file a petition
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seeking appropriate relief to change the net hodol ogy
to determ ne a savi ngs?

A. \Well, | have no reason to specul ate at
this point in time that the Conpany would intend to
change t he mnet hodol ogy that we have before the
Conmi ssion right now, unless it was really to respond
to the Commission Staff's concerns about that
met hodol ogy.

Q It's nmy understanding M. Stafford just
testified that there may be an event which woul d cause
the Conpany to re-evaluate the nature of savings and
that in the future there may be additional savings not
known at this time and the Conpany woul d seek to have
those savi ngs shared 50/50 between the ratepayers and

the stockholders. Are you saying that's not going to

happen?

A. | frankly don't renenber M. Stafford
saying that.

Q kay. | believe what he said was the

Conpany intends to keep track of certain costs. There
may be an event which will have to re-establish or

re-eval uate whether that cost affected the nerger
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savings -- I'msorry, that event affected the nerger
savings? Did | understand it correctly?

A. Let nme say what | recollect. And that is
that we were tal ki ng about nerger savings and we were
tal king about the fact also that the Conpany has
recogni zed that there could be additional costs as a
result of the nerger, the five positions, as an
exanple. And | think that discussion was sinply a
recognition of the fact in the Conpany's plan that it
is conprised nostly of savings, but it is also
recogni zed that we cannot absorb that customer base
wi t hout having to have sone additional staff, for
exanpl e, custoner service. W cannot absorb 70, 000
conbi ned wat er and wastewat er custoners without having
sone addition to our custonmer service staff. And so
we in our proposal netted those savings.

Q Sois it your position that the savings
identified by M. Stafford will never be added to or
subtracted fron®

A No.

Q So the savings that are described by

M. Stafford could in fact change?
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A, Oh, | expect they will change, sure.
That is our -- that is sinply our forecast right now
of what we expect to happen. It hasn't happened. It

wi || change.

Q And not just the quantity of savings, but
the categories of savings may in fact change?

A.  They nay.

Q It's nmy understanding that the Conpany's
position is that the acquisition adjustnent reflects
the market value of the utility as set at the tine
that it was purchased. |Is that a fair recital ?

A. The purchase price.

Q The purchase price, okay. And the
purchase price is determned by the market, is that
correct?

A.  Yes.

Q So it would be the narket value t hat
det erm nes the purchase price?

A. Purchase price is the market value, yes.

Q It's nmy understandi ng that market val ues
are constantly changing, is that tr ue?

A. | would agree.
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Q Do you have a TQS-2.9?

A Is that addressed to ne? Yes, | do have

Q Al right. Somewhere in there -- 1 don't
have it in front of me but I can dig it out if I need
to. The Conpany's proposal is to allocate -- you
state the Conpany's proposal is to allocate
denmonstrated savings as it would other non-functiona
costs. Is that a fair readi ng?

A.  Yes.

Q Is it ny understanding that your position
is that savings are costs?

A.  Savings are foregone costs, yes.

EXAM NER SHOMI S: Wul d you explain to me
what -- | amnot familiar with the termnon-functiona
costs. Wuld you tell me what kind of costs you are
tal ki ng about here?

THE WTNESS: Well, if you get into the
detail of a cost of service study, the Comm ssion
Staff has a cost of service study nodel that allocates
certain costs to certain areas such as production

customer costs, which would go into the facili ties
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charge. Then there are other kinds of costs.

EXAM NER SHOMIT S: Ckay. | think |
understand now. General costs that cannot be assigned
to specific functions?

THE WTNESS: Right.

EXAM NER SHOMI S:  Ckay.

BY MR CLENNON:

Q If we could go to your surrebuttal
testinmony, and | think it's on page 1, line 19?

A.  Yes.

Q You state, "Under the SSP rates would
have been at or below the | evel which would exist in
absence of the acquisition.”

A.  \Wat page are we on?

Q I believe it's page 1. | can triple
recheck it. | have been having trouble with my pages.

A. | don't see that.

Q I think it's on page 1, line 16, under

the SSP, under the Savings Sharing Proposal.
A Wat line?
Q On ny copy, sir, it's 16.

A, Ckay, | amthere.
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Q Okay. By this testimony are you stating
that you currently know what the | evel of charges to
Ctizens' customers will be in the year 20407

A. | amsaying that | know that the charges
woul d be | ess than they woul d ot herwi se be absent the
acqui sition.

Q So in order to make that assertion you
must have sone idea then what the rates would be?

A. No, | don't have to know that. What I
have to know is that currently the two conpani es both
have duplicative staffs. W have two HR directors, we
have two accounting departnents, we have two
i nformati on systens departnents. And when we nerge,
there will no longer need -- there will no | onger be
the need to have two.

Q And are you saying that the nerger is t he
only way to reduce those costs?

A. Yes. Wthout the nerger, those positions
woul d still have to be there. G tizens stand-al one
cannot function without a separate IS staff, HR
departnent, accounting department. That's the whole

thrust of the proposal.
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Q So in your mnd over the next 40 years
there is no event that would intervene to reduce those
costs other than the nerger?

A. | don't know what event there would be
that would cause Citizens to be able to operate
stand-al one without an HR department, w thout an
accounti ng departnent, wi thout an informati on systens
departnent, and all those other duplicative posi tions
that there now are. | don't know how that can happen.

Q Could we go to Exhibit 2.4SR?

A.  Yes.

Q Nowl want to just ask sone -- get sone
clarifying questions here. So bear with ne, a |ot of
nunbers, things like that. So does line 1 reflect
your assuned cost of operating Citizens w thout the
acquisition by Illinois-Anerican?

A. It assunmes a stand-al one operation, yes,
stand- al one operation of the two comnpani es.

Q Al right. 1Is it your position that if
Ctizens is acquired by Illinois-Anerican, that it
will be possible to calculate the cost of operating

Ctizens in the year 2040 as if the acquisition did
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not occur?

A. | don't really have an intention to
calculate that. M intention is to denobnstrate the
| evel of savings on an ongoi ng basis that was
generated as a result of the acquisition

EXAM NER SHOMIS: | think sone of this has
probably already been covered. If | recall, M
Stafford said it would not be the i ntention of the
Conpany to do a conpl ete cost of service study for
Ctizens as a stand-al one conpany through 2000 goi ng
out 40 years.

Q kay. |If we could go to Scenario 1, line
1, is it assumed that the revenue requirenment w thout
the acquisition is a hundred mllion?

A.  Yes.

Q And referring to Scenario 1, line 4, is
it assunmed that the savings fromthe acquisition is
5, 500, 0007

A Yes. And let nme al so nake clear that
these nunbers were the -- | believe this is the
Conpany's representation of a Staff schedul e using

their sanme nunbers.
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Q Very good. Does it follow that the
revenue requirement of G tizens as acquired by
Illinois-Amrerican is $94, 500, 000?

A. The ultimate revenue requirenent of the
two conpanies on a pre-acquisition basis is a hundred
mllion and on a post -acquisition basis is $99, 450, 000
as shown on line 20.

Q Could you skip down to line 17?

A.  Sure.

Q. And what was your |ast answer to the
question | asked? [|'msorry.

A. My answer was that on a pre-acquisition
basi s the conbi ned revenue requirenment of the two
conmpani es was a hundred mllion dollars as shown on
line 1, and on a post -acquisition basis the conbined
revenue requirement of the two conpani es woul d be as
shown on line 20, $99, 450,000, thus resulting in a
reduced revenue requirenent of $550, 000.

Q | amwondering, sir, if you have an
opinion as to whether or not it is necessary for
Ceneral Mdtors to calculate t he production cost of a

year 2001 O dsnobile as though General Mdtors had
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never purchased A dsnobile from Ransom E. A ds?

A. That's the Ransom A ds question. | have
no opi ni on.

MR. CLENNON:  Very good. Staff has not hing
further.

EXAM NER SHOMIS: | think, M. Ruckman,
there are sone advantages to being the |last w tness
for the Applicants because |I think quite a few of the
questions that I was going to ask you have been
answer ed

THE WTNESS: Oh, go ahead.

EXAM NER SHOMITS: No, | amtrying not to
repeat any question that has al ready been answered by
a witness fromthe Applicants.

THE WTNESS: | appreciate that, although
some of those questions | was wishing | could have.

EXAM NER SHOMI S: Hold on a second. | am
goi ng through nmy questions. | think alnost all of
them have been answered by a w tness previously.

MR CLENNON:  Your Honor, | was rem nded by a
Staff witness that | failed to ask a coupl e of

clarifying questions. |If the parties would | eave,
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woul d ask permission with their |eave to ask a couple
questi ons.

EXAM NER SHOMI S: CGo ahead

MR CLENNON: | amsorry, M. Ruckman. |
prom se these won't hurt.

Q On page 8 of your surrebuttal testinony,
lines 14 to 16, you state you accept the ICC Staff
Exhi bit 10.1, Schedule 10.1, as the corrected version
of the Illinois-Amrerican Wter Exhibit 2.1R? 1s that
a fair reading?

A. Yes. Redirect ne to the page nunmber. |
don't recall that.

Q It's page 8 of your surrebuttal.

A Yes, | do recall that.

Q So it's ny understanding then you accept

Staff's Schedul e 10.1?

A. Right.

Q Inits entirety?

A.  Yes.

Q kay. In your opi nionis

Illinois-Anrerican Water's, stand-al one, current

financial condition, given your analysis of its
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financial ratios, in your corrected version of

Il1linois-Amrerican Water Conpany Exhibit 2.1R? What is

their current financial condition as reflected on that

schedul e?

> O > O »

In 2.1R?

Yes, the corrected version
That | am adopting from Staff?
Yes, uh- huh.

My recollection is it's approximtely an

A-, A+, A sonething

Q

testi nony.

Q

> O >

Al right. On page 10 of your rebutta

Rebutt al ?
Rebuttal, lines 18 to 21
Yes.

| believe there you conpare pre-tax

interest coverage ratio to a nunber representing

i nvestment grade, is that accurate?

A

Q

Yes.

Do you agree BBB is the | owest investnent

grade rating for pre-tax interest coverage?

A

| believe that's correct.
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Q |Is this range used for a conpany with a
busi ness position of three?

A. | believe that to be true.

Q Could you describe for us your use of
investment grade as a limt for pre-tax interest
coverage rati os?

A.  The purpose of ny testinony and the
reference to pre-tax interest coverage was to
denmonstrate that under Staff's proposal, if there was
no Savi ngs Sharing Proposal, that the Conpany woul d be
financially inpaired to the point that, for exanple,
the pre-tax interest coverage of the Conpany woul d be
eroded to the point where it may be bel ow i nvest ment
grade and woul d barely be above the indenture
requi rements of the Conpany.

Q If you could I ook at page 10, line 19
you have the figure 2.0 there?

A.  Yes.

Q It's my understanding that that nunber
shoul d be changed to 1.8, is that correct?

A. | believe that the range is 1.8 to 2.0,

BBB.
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MR. CLENNON:  Thank you. Sorry about that.
EXAM NATI ON

BY EXAM NER SHOW S:

Q Turning to your surrebuttal testinony on
page 7, in your answer there you explain why the 90/10
split was selected with regard to denonstrated
savings. In that answer you indicate that that's what
was selected to provide a return to the sharehol ders
on and of the funds invested in the utility's assets
within a reasonable tine. First of all, would you
tell me what you consider to be a reasonable tinme?

A, \Well, the proposal was set up t o insure
that we were in full conpliance with Section 7-204
whi ch neans no adverse rate inmpacts to customers. And
under our proposal we believe the proposal is -- the
mechani cs of the proposal actually guarantee savi ngs
to custoners over and above the pre-acquisition |eve
of revenue requirenment. The 90 percent was chosen
because that was the level that we believe was needed
in order to provide the return to the Conpany and at
the sane tinme give neani ngful savings to custoners.

And our schedul es were put together on a 40 -year
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forward-| ooking basis to denonstrate the recovery of
the premium and t he savi ngs back to custoners.

Q D d the Conpany have a goal, or one of
the goals of its proposal was to recover a significant
percent age of the acquisition adjustnment within a
speci fied period?

A. No. | can't say that ther e was a
specified period that | amaware of. Again, | think
the primary consideration in putting together the
proposal was to insure conpliance with Illinois
regul ations, the Public Uilities Act.

Q Well, in setting up the proposal was one
of the criteria, for want of a better word, that the
vast majority of the savings in the early years,
assum ng they can be denonstrated, would be utilized
to recover revenue requirenments associated with the
acqui sition adjustnent?

A, \Wll, yeah, the 90/10 sharing in the
early years does certainly cause a |ot of those
savings to be used to cover the revenue requirenent.
That's still -- in ny viewten percent of savings is a

meani ngf ul nunber .
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Q But the Conpany nade a determ nation
that, at least for the earlier years, sonething nore
than that ten percent, say 20 percent or 25 percent,
woul d be, | guess for want of a better description
too detrinental to shareholders? In other words, they
wanted to try to recover as nuch of the revenue
requi rement associated with the acquisition adjustnent
in the early years while providing some savings to
r at epayers?

A. Yeah. oviously, a different split, a
| esser split, lengthens the time that it would take to
recover the Conpany's investnent.

Q Just so | understand the devel opnent of
the plan, was the ten percent savings for ratepayers,
was that a fall out nunber after the Conpany
determ ned what it expected or hoped to recover with
regard to the acquisition revenue requirenent or did
it start with the decision that it wanted to fl ow
through ten percent of the savings in the early years?
I amtrying to see what cane first.

A. | amnot sure ny answer would directly

answer your question. But, again, it's kind of a
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conbi nati on on the one hand wanting to insure a

meani ngf ul amount of savings was provided to custoners
and a neani ngful or a significant portion of savings
was used to cover the investnent that the Conpany had
made. How specifically we got to 90/10, | can't point
to an event as to how we got there.

Q Did the Conpany, for exanple, run
different scenarios with, say, 95/5 and the 80/20 and
the 90/10, and then decided the 90/10 was the nost
appropri ate?

A. | can honestly say that | don't renenber
other scenarios. There probably were, though

EXAM NER SHOMIT S: Ckay. That's all we have.

MR SPRINGER M. Exam ner, we wll have
some redirect. Is it the preference we break and do
that this evening or in the norning?

EXAM NER SHOMIS: | think we should. Of
the record.

(Wher eupon there was then had
an off -the-record di scussion
and the hearing was in a

short recess.)
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EXAM NER SHOMI S: Back on the record.
REDI RECT EXAM NATI ON

BY MR SPRI NGER

Q M. Ruckman, you were asked sone
questions about potential test years which mght be
used in a future rate filing for t he Ctizens' areas,
do you recall those questions?

A, Yes, | do.

Q Can you tell ne whether if an historical
test year is used in such a filing there would be
mechani sns available to reflect the effect of savings?

A, Yes, there woul d be.

Q And what woul d that be?

A. Well, the Conpany's Savi ngs Sharing
Proposal would be inmplenmented in the initial rate case
regardl ess of what test year was chosen.

Q And would that be through a process if an
hi storical test year is used of pro forma adjustnents?

A.  Yes.

Q There was also reference to testinony
di scussing a five-year interval which could el apse

before the filing of rates or subm ssion of a show ng
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regardi ng savings levels in the Conpany's rate areas.
Do you have further comrent with regard to your actual
expectation regarding the timng of rate filings?

A. W would anticipate a rate filing soon
after closing. And in that rate filing we would
anticipate inplementati on of the Savings Sharing
Pr oposal

Q And do you have any conment on the areas
that would be affect by that filing?

A. The existing Ctizens' rate areas would
be inpacted by that.

Q There was also a reference during
questioning to the circunstances of your enploynent by
Il1linois-Amrerican Water Conpany subsequent to your
enpl oynment by Northern Illinois Water Corporation
Wul d you coment on whet her your position should be
vi ewed as an additional managenent position?

A. Yes. Not only aml not part of the
bureaucracy but in fact 1| ama Synergy. There were
actually, of the two separate conpanies, there were
two vice president/treasurers or conptrollers, and now

there is one.
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Q And that is yourself?

A. Correct.

Q Also during questioning |I believe you
made reference to the revenue requirement under the
Savi ngs Sharing Proposal as being a conbination of
costs and savings. Wuld you care to clarify what you
meant by that response?

A Yes. It really is strictly cost -based.
The revenue requirenent is based on cost and the cost
associated with the price paid for the assets and the
savings that are used to cover those costs. And so
thus it is cost-based totally.

Q Finally, you were asked about the
concl usi on you drew from M. Hardas' Schedule 10.1
with regard to the pre-acquisition rating which
Illinois-Amrerican securities would receive. Wuld you
further discuss your conclusion with regard to the
ef fect of approval of the transaction w thout approva
of the Savings Sharing Proposal on the securities
rating?

A.  Yes. There was sone confusion as to

whet her ny original answer pertained to the Conpany on
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a pre-acquisition or post-acquisition basis. | wanted
to make clear that on a pre-acquisition basis the
financial ratios that are shown on that schedule would
indicate that the Conpany is approximately an A+ rated
company. | want to make it clear, though, that
Il'linois-American is not in fact rated.

And on a post -acquisition basis with no
recovery of the Savings Sharing Proposal, the ratings
in those particular financial ratios would drop in
many cases to bel ow i nvest nent grade.

Q And do you have any conment on the
signi ficance that woul d have?

A. Certainly that woul d cause the cost of
financings to be higher than they woul d ot herw se be.
It would nake those financings nore difficult than
they woul d otherwi se be if the Conpany continued in
its current financial good standing.

MR SPRINGER That's all the questions we
have for M. Ruckman at this tine.

MR CLENNON:  If | could ask just a couple

questions, Your Honor.
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RECROSS EXAM NATI ON

BY MR CLENNON:

Q The schedule -- the prediction that the
Conpany would fall below investnent grade if the
acqui sition adjustnment was not all owed, does that
prediction take into account increased revenues due to
the increase in rates that would be anticipated after
the rate filing?

A Yes, it does.

Q \Wen you say, sir, that you are not a
part of the bureaucracy or an addition to it, is it
your testinony that a conpany can keep addi ng service
territory without ever adding individuals to the
corporate support system for lack of a better phrase?

A. Absolutely not. M testimony is that,
however, there is no need to have duplicative
positions for people like nyself and people |like HR
directors and whol e account i ng departnents and things
l'ike that.

Q In fact, you have determ ned, if I
understand things correctly, that there is going to be

a reduction of sonme enpl oyees and then the addition of
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some enpl oyees, is that correct?
A. Correct.
MR CLENNON:  Very good. That's all | have.
EXAM NER SHOMIT S: You may step down. W are
going to start at 8:30 tonorrow.
(Wher eupon the hearing in this
matter was continued until
8:30 a.m in Springfield,

[Ilinois.)
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